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You are likely to think of the 
telephone from your individual 
point of view, as a convenience, 
as a necessity, as a means of 
transmitting to others your own 
thoughts and desires. 

But your telephone is of equal 
importance to those who wish to 
get in touch with you. Right now as 
you are reading, someone, somewhere, 
may be calling you. It may be only a 
friendly greeting, or news of impor- 
tance to change the course of your life. 

“Have dinner with us tomorrow.”... 
The greater part of social goings and 
comings are maintained by telephone. 
“Come quickly! You are needed.”... 
In crises and emergencies the tele- 
phone is indispensable. “That contract 


AMERICAN TELEPHONE AND TELEGRAPH COMPANY 





is entirely satisfactory.” ... Wheels of 
industry move in direct response to 
messages received by telephone. 

In a moment your telephone may 
ring. It may be a call from across the 
street, across the continent, across the 
sea. As you receive this message, of 
vital importance or mere daily detail, 
you share in the benefits of the great 
chain of communication which links 
up the activities of the world. 
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THE STATISTICAL MEASUREMENT 
OF THE “VELOCITY OF CIRCULATION OF GOODS” 


SUMMARY 

The notion of a “velocity of circulation of goods”’ and the desirability 
of measuring it statistically, 1— The problem is identical with that of 
obtaining a statistical measure of the ratio of the physical volume of 
sales of goods to the physical volume of goods intended for sale, 6. — 
The “physical volume of sales of goods”’ and its possible substitutes, 6. 
— The “physical volume of goods intended for sale,” and its various 
components, 21.— The possibility of using figures for ‘stocks’ of 
commodities on hand as indicators of movements in the “velocity of 
circulation of goods,” 29.— The great differences of opinion which 
exist with respect to the extent and the nature of the variations in 
the “velocity of circulation of goods” make the statistical measurement 
of this velocity imperative, 33. 


The notion of a ‘velocity of circulation of money” is at 
least as old as Petty and Locke; yet it is notorious that, despite 
the valuable work which has been done on the problem by 
M. W. Holtrop, in his De Omloopssnelheid van het Geld, we are 
still in need of a treatment of the history of this concept and 
the problems associated with it which could fairly be called 
definitive. Unsatisfactory as is the present situation with 
respect to the notion of a velocity of circulation of money, 
however, it is vastly better than that which prevails with 
respect to the notion of a “velocity of circulation”’ of goods. 
The latter notion, despite what has sometimes been implied, 
is anything but a novelty in economic literature, since it can 
be found at least as early as the days of Thornton and Sis- 
mondi, and recurs throughout nineteenth and twentieth cen- 
1 
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tury literature.' Yet it would be difficult to find any concept 
in monetary theory which is surrounded with more confusion 
of thought than is this concept of a velocity of circulation of 
goods. 

In a recent series of articles, I have attempted to deal with 
certain aspects of the literature which has grown up around 
the concept of a velocity of circulation of goods. In particular, 
I have subjected to a close examination the various forms of 
the doctrine which alleges that changes in the velocity of cir- 
culation of money, as that concept is most commonly defined, 
do not affect the price level, because — so it is argued — such 
changes are inevitably accompanied by precisely equivalent 
and compensating changes in the “velocity of circulation” 
of goods. If this argument were sound, we should have to 
conclude also that there is little reason to concern ourselves 
with either the logical implications or the statistical measure- 
ment of this latter “velocity,” since any movements therein 
would, in their turn, be counteracted by movements in the 
velocity of circulation of money. In the series of articles to 
which reference has been made, however, I have attempted to 
show that this is a premature conclusion; that, in fact, there 
are sound reasons for continuing to believe that the notion 
of a “velocity of circulation of goods’”’ must be retained as an 
important weapon in the arsenal of monetary theorists.’ 

There is, therefore, no reason to apologize for an extended 
consideration of the problems involved in the statistical meas- 
urement of what may with propriety be called the “velocity 
of circulation of goods.” Such an undertaking should find 
sufficient justification in the belief that if the history of dis- 
cussion with respect to the velocity of circulation of money is 

1. For references, see my article “‘Zur Dogmengeschichte des Begriffs 
einer ‘Umlaufsgeschwindigkeit der Waren’ und seines Verhiltnis zur 
Umlaufsgeschwindigkeit des Geldes,” in the Zeitschrift fiir National- 
dkonomie, vol. 4. 

2. See my two articles on “The Relation between the Velocity of 
Circulation of Money and the ‘Velocity of Circulation of Goods,’ ” in 
the Journal of Political Economy for June and August, 1932, and also 
the article cited in the preceding note. 

3. See especially, in this connection, the second of the Journal of 
Political Economy articles cited in the preceding note. 
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any guide, nothing will do as much towards attracting the 
attention of monetary theorists to the necessity for dealing 
with the problems associated with the notion of a velocity of 
circulation of goods as would an actual attempt to provide a 
statistical measure for this ‘velocity,’ and an adequate 
explanation of the movements in that “velocity,” as statisti- 
cally recorded. When one thinks of the influence exerted by 
the pioneer work on the statistical measurement of the velocity 
of circulation of money by Pierre des Essars, in 1895, and its 
subsequent elaboration by Fisher, Snyder, Burgess, and others, 
one can hardly doubt that after we have accomplished the 
inevitable spade-work in the direction of defining the concept 
of a “velocity of circulation of goods”’ and of stating the issues 
which are involved in any attempt to justify its place in a 
well-developed set of analytical tools, the first desideratum 
would be the achievement of an actual statistical measure for 
this variable concerning whose magnitude the utmost differ- 
ence of opinion prevails. 


I 


More than one writer who has used the concept of a “veloc- 
ity of circulation of goods” in his theoretical reasoning has 
declared unhesitatingly that the statistical measurement of 
this velocity is “‘impossible.”* Yet there was a time when 
writers declared, just as categorically, that the measure- 
ment of the velocity of circulation of money was an “impos- 
sible” task. It is of the first importance, therefore, to know 


4. For example, E. W. Kemmerer, in his Money and Credit Instru- 
ments in their Relation to General Prices (1907), declared that “‘it is 
obviously impossible to calculate by any direct method the different 
members of the expression Ps (NE+NcEc),” in which E and Ec repre- 
sent what amounts to the “velocity of circulation of goods.”’ Similarly, 
R. A. Lehfeldt, who in the Economic Journal, vol: 28 (1918), p. 110, had 
merely spoken of his ‘“n,”—i.e., the “number of times any piece of 
wealth is sold,”— as being “unknown,” in his Gold, Prices, and the 
Witwatersrand (1919), p. 53, referred to the statistical measurement 
of the “frequency of sale of . . . goods” as ‘“‘impossible.”’ 

5. I shall deal with the history of the statistical measurement of the 
velocity of circulation of money in my forthcoming book, The Velocity 
of Circulation of Money. I am pointing out here only that the example 
of premature pessimism which is provided by the history of the statis- 
tical measurement of monetary velocity of circulation seems to have 
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why the measurement of the velocity of circulation of goods 
must forever remain impossible. If it should turn out that 
the measurement of this magnitude is “impossible” only 
because of the present inadequacy of our statistics, that is 
one thing. If the difficulties lie rather in the nature of the 
phenomenon itself, in the sense that they are of a kind which 
cannot be overcome by any conceivable expenditure of time 
and effort in the collection of statistics, that is quite another 
thing. 

It is of some interest to notice that when Alfred Marshall, 
in 1887, discussed the possibility of measuring the velocity of 
circulation either of money or of goods, he did not say that 
the measurement of the two magnitudes was “impossible.” 
He said merely that, with respect to both of them, ‘‘we have 
no statistics.”* Within eight years after Marshall made this 
statement, Des Essars demonstrated that we had sufficient 
“statistics” to warrant a pioneering attempt to measure the 
velocity of circulation of money. Since the day of Des Essars, 
the statistical material at our disposal, in America at any 
rate, has grown to such proportions that, tho very much 
remains to be done before we can be satisfied with our statis- 
tical measures for the velocity of circulation of money, he 
would be a daring person indeed who, in these days, would 
continue to regard the measurement of the velocity of circu- 
lation of money as “impossible.’’” 
been lost on some writers. This was the case, for example, with Lehfeldt,» 
who, as was pointed out in the preceding note, characterized the meas- 
urement of the “velocity of circulation of goods” as “impossible,”’ 
despite the fact that, a few pages later, he himself pointed out that the 
‘contributor to Palgrave’s dictionary’’ who declared that the statistical 
determination of the velocity of circulation of money was ‘‘impossible”’ 
could not have written much before 1895, the year in which Pierre des 
Essars published his pioneer contribution on the subject. See Lehfeldt, 
Gold, Prices, and the Witwatersrand, p. 57. 

6. See Marshall’s answer to question 9629, in his Evidence before the 
Gold and Silver Commission of 1887 (Marshall, Official Papers, p. 35). 

7. It is true that such “daring persons” can still be found. For 
example, I. B. Cross, in his Money and Banking (1931), p. 511, declares 
that ‘“‘at no time is it possible for any one to ascertain the . . . velocity 
of circulation” of money. It is only unfortunate that Professor Cross 


should not have indicated, at least briefly, his reasons for ignoring the 
work done in the field by Des Essars, Fisher, Snyder, and others. 
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If the impression still prevails that the measurement of the 
“velocity of circulation of goods”’ is “‘impossible,” it is prob- 
ably because the vaguest notions prevail as to just what sta- 
tistical measurement of this variable would entail. Unques- 
tionably, one of the great obstacles to the statistical measure- 
ment of the velocity of circulation of money lay in the notion 
that somehow what was required in any attempt to measure 
the “‘number of times money passed from hand to hand”’ was 
an effort to “follow a coin from person to person.’’® Similarly, 
the notion has arisen that, in order to obtain a “direct” 
measure of the ‘‘number of times goods pass from hand to 
hand,” it would be necessary to “follow goods in their course 
through the productive process.’’® If this were the only way 
in which “velocity” could be measured, we should all agree 
that its measurement would indeed be impossible. The great 
significance, however, of the earlier attempts to measure the 
velocity of circulation of money was their demonstration that 
since ‘velocity of circulation” is a quotient — in the case of 
money, the quotient obtained by dividing the total of money- 
payments by the money-stock used in making those pay- 
ments — nothing more is necessary for the measurement of 

8. Cf., in this connection, the well-known discussion, by Irving 
Fisher, of the “‘differences”’ between the “‘coin-transfer”’ and the “‘person- 


turnover” “‘concepts”’ of velocity of circulation, in his Purchasing Power 
of Money, pp. 352ff. 
9. So, e.g., Holtrop, De Omloopssnelheid van het Geld, 1928, p. 112n. 

It is only fair to Holtrop, however, to point out that he does admit that 
one way to measure “‘indirectly”’ what is intended to correspond to the 
notion of a “velocity of circulation of goods’’—viz., his ‘coefficient of 
ee on he O0- 
social product 
culties with this definition of a ‘velocity of circulation of goods,” see 
my paper on ‘The Definition of the Concept of a ‘Velocity of Circu- 
lation of Goods’ ’’ referred to on p. 6 of this article. In any event, the 
statistical figure for the ‘coefficient of differentiation’? which Holtrop 
presents on p. 181 of his book is derived not by use of the formula 
goods-turnovers 

social product ’ 
new formula, as I have tried to show in the second of my two Journal 
of Political Economy articles cited in note 2, above, is based upon a 
careless use of algebra, and therefore provides no further help in the 
attempt to measure the “velocity of circulation of goods”’ statistically. 


differentiation”’— is to use the formula 


but by the use of an entirely different formula. This 
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“velocity of circulation” than to obtain a statistical measure 
for magnitudes whose quotient the “velocity” factor really 
represents. 

In a paper on “The Definition of the Concept of a Veloc- 
ity of Circulation of Goods,” published in Economica for 
November, 1932, and February, 1933, I have argued that the 
proper way of conceiving of the notion of a “ velocity of circu- 
lation of goods’’ is to regard it as being measured by the ratio 

physical volume of sales of goods 


physical volume of goods intended for sale 

to rehearse here at length the reasons which argue for the 
acceptance of this ratio in preference to some other ratio pur- 
porting to measure the “velocity of circulation of goods.” It 
is sufficient to point out that, if these reasons be accepted as 
sound, the difficulties involved in the measurement of this 
“velocity’’ are coextensive with the practical difficulties in- 
volved in obtaining statistics measuring the “physical vol- 
ume of sales of goods” and the “physical volume of goods 
intended for sale.”’ 

Put in these terms, the problem seems by no means so 
hopeless as it might have seemed when it was put in terms of 
pursuing individual goods in their passage through the chan- 
nels of trade in order to ascertain the number of times they 
changed hands during a given period. If there are difficulties, 
the difficulties are of precisely the kind which have been and 
are being successively overcome in the measurement of the 
velocity of circulation of money — viz., difficulties arising 
from the incompleteness of current statistics. They are not 
analytical difficulties of such a kind as to make the measure- 
ment of the velocity of circulation of goods forever impossible. 
Our first task, therefore, is to ascertain to what extent our 
present statistics will provide the information of which we 
are in search. 





. Ido not propose 


II 
We may begin with the statistics for what we have called 
the “physical volume of sales.”” The magnitude is of course 
perfectly capable of direct measurement. There is no reason, 
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that is to say, why we should not some day have accurate fig- 
ures with respect to the number of automobiles or bushels of 
wheat sold within a given period. It is possible that much 
information on this point could be found scattered throughout 
trade publications of one kind or another;! but, so far as I 
know, there has been no systematic attempt to collect such 
information, to ascertain where the most serious gaps are to 
be found, and to push vigorously for a broadening of our sta- 
tistical base on this matter. The question then arises: what 
substitutes are available for the direct measurement of the 
“physical volume of sales’’? 

Obviously, the next best thing to direct measurement of the 
physical volume of sales would be figures for the dollar value 
of sales. The most notable additions to our knowledge on this 
head of which I am aware are the figures for sales by whole- 
salers, department-stores, mail-order houses, and chain-stores 
collected since 1919 by the Federal Reserve Board and, in 
more recent years, by the United States Bureau of the Census, 
in connection with its surveys of both wholesale and retail 
trade.? The collection of these figures must be heralded as a 
notable first step in the right direction, which can only be 
applauded, as it has already begun to be, by workers in the 
field.’ 

Nevertheless, it is extremely important to recognize that 

1. See, e.g., the figures for the ‘“‘annual number of new passenger cars 
sold by United States dealers,” given by J. W. Scoville, in his article 
“The Outlook for the Automobile Industry,’ in Automobile Topics, 
Jan. 10, 1931. 

2. Mention might be made, in addition, of the figures for sales which 
have been collected as a part of studies whose chief aim is to measure 


the “stock-burden,” or ‘‘stock-turnover,”’ of different types of business, 
as measured by the ratio ules 
stocks 
in note 5 on p. 8 and note 3 on p. 23, infra. It will be noticed that most 
of the statistical material cited covers only a comparatively short period. 
Occasional attempts have been made to carry the data back over a 
longer period; but the material assembled for this purpose is still of a 
very rudimentary nature. See, e.g., the figures collected by the National 
Bureau of Research, and published by W. I. King, in Persons, Foster 
and Hettinger, The Problem of Business Forecasting, pp. 14, 27. 
3. So, e.g., A. L. Bowley, in Bullet. de l'Institut Internat. de Stat., 
vol. 24 (1930), p. 225. 


. See, on this point, the references given 
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these figures for the dollar value of sales, welcome as any 
extension of them over a wider area would be, would have to 
be treated with the greatest caution if they are to be regarded 
as an adequate substitute for those figures for the physical 
volume of sales which we really desiderate. The dangers inher- 
ent in the deflation of “‘ value” series by a price-index, in order 
to obtain a measure of physical volume, are, for any purposes 
other than those of a crude first approximation, too well known 
to require rehearsal at length.‘ The chief difficulties involved, 
of course, are those associated with the construction of the 
price-index to be used in “deflating.’”’ Obviously, the perfectly 
satisfactory accomplishment of this task would involve the 
possession, for purposes of weighting, of data the knowledge 
of which would make the whole process of “‘ deflation” unnec- 
essary: viz., data with respect to the volume of sales for indi- 
vidual commodities. 

There are, moreover, other pitfalls surrounding the project 
of deflating ‘dollar series’ in order to obtain a measure of 
physical volume, which become especially acute when our 
problem is one of comparing the physical volume of sales with 
the physical volume of goods intended for sale. Consider, for 
example, the difficulty which has been pointed out by writers 
whose chief aim was the computation of a ratio of “stocks of 
goods on hand’’ to the physical volume of sales of these goods.® 
Confronted with the necessity for using series expressed in 
money-values rather than in physical volume, these investiga- 
tors found themselves confronted also by the fact that the 
“prices” which are involved in “sales” are selling prices, 
whereas the prices assigned to the “‘stocks’”’ whose “rate of 
turnover” they were attempting to measure are purchase 
prices.® It is, of course, not suggested that difficulties of this 

4. See, in this connection, the remarks by W. L. Crum, in the Review 
of Economic Statistics, vol. viii (1926), pp. 93ff. 

5. See, e.g., G. Keiser and Carl Ruberg, Umsatz und Lagerhaltung 
im deutschen Einzelhandel seit 1924, Viertelsjahrshefte zur Konjunk- 
turforschung, Berlin, Sonderheft, 14 (1930), p. 61. 

6. Cf., in this connection, the discussion by E. Kellenberger, in his 
Geldumlauf und Thesaurierung (1920), p. 70, of Sismondi’s suggestion 


that a factor representing the “velocity of circulation of goods’ be 
used to multiply (in Sismondi, the word is ‘‘divide’”’— an obvious slip 
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kind cannot be minimized by the employment of a careful 
statistical technique; and it would be unfortunate if all 
attempts to measure the “velocity of circulation of goods”’ 
should be forced to wait until “physical volume”’ series be- 
come available in sufficient quantity. On the other hand, it 
is of the utmost importance that further workers in the field 
remain keenly alive to the dangers involved in the “deflation” 
of dollar series, if absurd and misleading results are to be 
avoided. 

It is virtually inevitable, in view of the comparative paucity 
of data with respect to the “physical volume”’ and even the 
“dollar value” of sales, that those who seek satisfactory sub- 
stitutes should examine the possibility of using indexes of 
“‘trade”’ as indicators for the movements in the magnitude in 
which we are really interested. The logical basis for such a 
procedure is obvious. In most, if not all, cases, these indexes 
of trade are intended as a measure of ‘‘T” in the ordinary 
“equation of exchange’; and since, wherever this equation 
has been written in a form which takes account of the ‘ veloc- 
ity of circulation of goods,” T is usually replaced by terms 
equivalent to G'v, in which G represents the “quantity of 
goods” and v their velocity of circulation, it is natural to 
suppose that the indexes of “trade” would do equally well for 
the numerator of our ratio measuring the velocity of circula- 
tion of goods. That is, since T=G‘v, and the formula for the 


velocity of circulation of goods may be written eat, it 
v 


might be suggested that the movements in the “‘ physical vol- 
ume of sales’ would be adequately indicated by such statis- 
tical measures for ‘‘trade”’ as are available. 

I have no intention of minimizing the value of the achieve- 
ment of those industrious workers in the field of economic 
of the pen) the “‘value of all things sold,” in order to obtain what would 
now be regarded as the rough equivalent of T, in Fisher’s equation of 
exchange. ‘‘Which ‘value of all things sold,’ ”’ asks Kellenberger, ‘‘is 
to be multiplied by the number of turnovers? The value at the begin- 
ning or at the end of the trading? For the price which is paid by the 
consumer certainly does not coincide with the price which was offered 
the first purchaser [of the goods].”’ 
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statistics who have done so much to carry our knowledge of 
movements in something that can be called ‘‘trade’’ beyond 
the crude results which were available when they began their 
work.’ Yet it would be a great pity if we, who are interested 
in the possibility of using an index of “trade” for a more 
highly specialized purpose, should be led to a premature opti- 
mism by the enthusiastic confidence in these measures of 
“trade” which has been expressed by their sponsors and by 
disinterested observers as well. We have no right to shirk 


7. The extent of the progress which has been made in this field will be 
appreciated by anyone who will study the nature of the earlier attempts 
to secure statistical measures, or “indexes,” of trade. See, e.g., the 
crude use of a heterogeneous mass of “symptoms,” including popula- 
tion and its distribution, “capital accumulation,” etc., by F. Karl, 
Geldwert u. Preisbewegung im Deutschen Reiche, 1871-1884 (Staat- 
wissenschaftliche Studien, edited by L. Elster, I. Bd., 3, Heft (1894)), 
pp. 20ff.; the inclusion of such items as ‘‘ population,” ‘‘revenues of post- 
office department,” “receipts of the Western Union Telegraph Com- 
pany,” and “consumption of wines and liquors,” by Kemmerer, op. 
cit., pp. 128ff., as measures of NE+NcEc, “the number (sic) of sales 
effected.”” It is worth noting that Fisher, who (Purchasing Power of 
Money, p. 431) had characterized Kemmerer’s work on this point as 
an attempt “‘to get as many indicators as possible of the growth of 
trade, without much regard to their suitability,” has had the experi- 
ence of having his own attempt to measure T characterized by J. M. 
Keynes (Economic Journal, vol. 21 (1911), p. 397) as representing an 
“unscientific guess of the wildest character.’’ See also the comment by 
A. F. Burns, in the Am. Econ. Rev., vol. 19 (1929), p. 568, note 35, on 
Jevons’s use of crude indicia of the “progress of trade.’ 

8. Thus, Carl Snyder, for example, in his note on The Revised Index 
of the Volume of Trade, in the Journal of the Am. Stat. Assoc., vol. 20 
(1925), p. 402, did not hesitate to declare that “it would seem that we 
now possess a true measure of the general trade of the country,’’ since 
“it seems scarcely possible” that the results obtained by the use of 
this measure “would be obtainable if they did not approach pretty 
closely to the reality of things.’’ See also Snyder’s article on Deflated 
Value Series as Measures of Business, in the Rev. of Econ. Statistics, 
vol. 8 (1926), p. 100. Fisher, in his article ‘Our Unstable Dollar and 
the So-Called Business Cycle,’ in the Journal of the Am. Stat. Assoc., 
vol. 20 (1925), pp. 181f., while he does not hesitate to characterize the 
“index of ‘business’ so commonly employed hitherto” as “vague and 
almost meaningless,” praises an index of “physical volume of trade,’’ 
such as that of Professor Persons, covering “only basic commodities 
such as pig-iron production, cotton-consumption, employment, and 
freight” (Fisher, op. cit., p. 181 n.) as having ‘“‘a definite meaning or 
set of meanings, just as does temperature or barometric pressure.” 
Even A. F. Burns, in an article (“The Quantity Theory and Price 
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the task of asking just what are the components of these 
indexes of ‘‘trade,’’ and just how far they are directly usable 
for our purpose. 

It may be admitted, at the outset, that some of the objec- 
tions which may fairly be raised against most indexes of 
“trade” from the standpoint of a fairly advanced monetary 
theory are not crucial so far as the special problem of measur- 
ing the ‘velocity of circulation of goods” is concerned. This 
is true, for example, of the general question as to the justifi- 
cation for the inclusion of security-transactions in the ‘T”’ 
of an equation designed to summarize the forces determining 
the “value of money.” 

It is unquestionably true that from the standpoint of a rea- 

sonably sophisticated approach to the problem, the practice 
of including such transactions would have to be justified by 
considerations much more cogent than those usually advanced, 
most of which amount to a simple reaffirmation of the position 
of Sismondi, who stated dogmatically that interest-bearing 
“‘bills of exchange,” when paid for in money, “act as commodi- 
ties, and should be counted as such.”? From such a stand- 
point, also, discussions as to the exact amount of “weight” 
to be accorded to security transactions in a “‘general’”’ equa- 
tion of exchange, as well as the more general desideration of a 
measure of “general trade’ which should aim to mirror the 
results which we should obtain if we had “complete or astro- 
nomical knowledge’’—i.e., should “approach as nearly as 
possible a complete record of all transactions in the exchange 
of goods and services’’— must seem a little antiquated, to say 
the least.' 
Stabilization,” in the Am. Econ. Rev., vol. 19 (1929), p. 568) which 
echoes with approval Wesley Mitchell’s statement that the problem of 
making an index of trade “stands now much as the price-index problem 
stood in Jevons’s youth,”’ characterizes (op. cit., p. 573, n. 50) the index 
of T developed by M. A. Copeland, which “‘is a broad composite resting 
on figures of transportation, manufacture, raw materials production, 
wholesale trade, retail trade, commodity futures, imports, exports, 
security transfers, etc.,’”’ as ‘‘excellent.”’ 

9. Sismondi, Nouveaux Principes d’Economie Politique, vol. II, 


p. 120n. of the 2d (1827) edition. 
1. On the matter of the amount of “weight” to be accorded to 
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Yet, so far as the special problem of measuring the “velocity 
of circulation of goods”’ is concerned, the question is not so 
crucial as might be supposed. After all, the number of times 
a security is “resold” is a concept which is closely analogous 
to the concept of a repeated sale of commodities; and it is 
worth noting that it is precisely in the field of security-turn- 
overs that the first attempts have been made to measure sta- 
tistically a “velocity of circulation” upon the ‘“goods-side”’ 
of the equation of exchange.? Needless to say, the figure for 
“velocity of circulation” thus derived should be carefully 
segregated from any figure purporting to indicate the ‘‘aver- 
age” velocity of circulation of “goods’’; but aside from the 
more crucial considerations which would argue for a complete 
elimination of security-transactions from the “‘fundamental’’ 
equation of exchange, it is doubtful whether the case for a 
segregation of this particular “velocity of circulation” from 
an “average”’ figure for the velocity of circulation of ‘“goods”’ 
is any more cogent than the general case for breaking down 
all “average”’ figures for such a velocity.’ 


security transactions in a “general” equation of exchange, see the sum- 
mary of earlier discussions by Burns, ‘‘The Quantity Theory,” loc. cit., 
p. 564f. On the desirability of attempting to secure information which 
should ‘“‘approach as nearly as possible a complete record of all trans- 
actions in the exchange of goods and services,’’ see Snyder, ‘‘The Revised 
Index of the Volume of Trade,’’ loc. cit., p. 402. 

2. See, in this connection, the computations published from time to 
time in the New York Stock Exchange Bulletin, of the ratio of sales of 
stocks to the volume of listed shares, — or, as it is called in the Bulletin 
for January, 1931 (vol. II, no. 1), “the velocity of circulation in listed 
shares.” 

3. See, on this point, the second part of my paper on “The Defini- 
tion of the Concept of a ‘Velocity of Circulation of Goods,’ ” cited on 
p. 6 of this article. It must be admitted that, in the particular case 
under discussion, the danger of distortion of any “average” figure for 
the velocity of circulation of ‘‘goods”’ is particularly acute, even aside 
from the fact that the whole “‘middleman”’ structure for the effecting 
of sales of securities is quite different from that which prevails in the 
case of ordinary commodities. After all, the magnitude ‘‘listed shares”’ 
is much more closely analogous to the volume of “goods in existence”’ 
than it is to “goods intended for sale”; and while there are a number of 
reasons, theoretical as well as practical, for arguing that the figure 
“total shares in existence’”—i.e., total “listed shares’”’— probably 
comes nearest to representing the magnitude to which the factor “‘veloc- 
ity of circulation” should be applied, the difficulties thus introduced 
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Undesirable as is the inclusion of “security sales’ in the 
“‘goods-side”’ of the fundamental equation of exchange, from 
the standpoint of a generally satisfactory monetary theory, it 
at least has a virtue, for the special purpose in which we are 
interested, which cannot be attributed to many of the other 
series which are commonly included in indexes of “‘trade””— 
viz., the virtue of registering moveme..:s in sales, rather than 
movements in phenomena which are connected with “‘sales”’ 
in only a very slight degree. It is notorious, for example, that 
what are commonly called indexes of “trade” have often 
been, in the past, indexes principally of production,‘ and that 
in those instances in which figures for “production,” in the 
narrower sense of the term, have been supplemented by other 
statistical series, these additional series have usually been 
indexes of activity in lines more closely allied to production 
than to marketing.’ Moreover, the tendency to use, as meas- 


into any comparison of the velocity of circulation of commodities, in 
the narrower sense of the term, with the “velocity of circulation” of 
securities, are so great as to urge the greatest caution in bringing the 
two magnitudes together into a single ‘“average”’ figure. 

4. See, in this connection, the criticisms directed at Fisher by such 
writers as B. M. Anderson, on the grounds that the statistics incorporated 
in Fisher’s ‘‘T” are more representative of production than trade 
(Anderson, Value of Money, pp. 211, 225ff.). The persistence of the 
temptation to use, as indexes of ‘‘trade,’”’ series which are properly 
representative primarily of production, is abundantly evidenced by the 
fact that Fisher, as late as June, 1925 (Journal of Am. Stat. Assoc., vol. 
20, p. 181 n.) was using Persons’s index of “‘trade,”’ which is essentially 
an index of production and of activities related primarily to production, 
and that Anderson himself, at a later date, used, as an index of “T,” 
“‘an arithmetic mean of a production index and a transportation index”’ 
(Anderson, ‘‘Commodity Price Stabilization a False Goal of Central 
Bank Policy,” Chase Econ. Bulletin, vol. 9 (1929), no. 3, p. 23.) See 
also C. O. Hardy and G. V. Cox, Forecasting Business Conditions (1927), 
pp. 274ff., for a description of the component series in several of the 
leading American indexes of the “volume of business,” virtually all 
of them heavily weighted on the side of production. 

5. Attention may be called, in this connection, for example, to the 
use of figures for employment as supplements to figures for ‘‘produc- 
tion.” There is somewhat more justification for the suggestion that 
figures for the physical volume of freight movements come closer to 
giving us a supplement to figures for “production” which does more 
than emphasize ‘productive activities.” See, e.g., the suggestion by 
Holbrook Working, ‘‘ Prices and the Quantity of Circulating Medium,”’ 
1880-1921, Quart. Journ. Econ., vol. 37 (1925), p. 231, to the effect 
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ures of T in the equation of exchange, series which are prop- 
erly descriptive of production has become more, rather than 
less, marked in recent years — a phenomenon due in large 
part, perhaps, to the fact that many of these more recent 
attempts to measure T have applied to countries other than 
the United States, and that the statistics for these countries 
are even more largely confined to series representing produc- 
tive activity than are the statistics for the United States.® 


that “the rapid increase in the amount of freight annually” may be 
taken as an “indication of the possibility that volume of trade may be 
increasing even more rapidly than physical production ”’; cf. also Snyder, 
Proceedings of Acad. of Pol. Sci., v. 13, no. 4 (1930), p. 29. See also 
the discussion, by business forecasters, of the possibility of using com- 
parisons between the “production curve” and the “traffic curve” as 
an indicator of probable movements in the ‘‘trend of stocks of com- 
modities,”’ or the rate of sale of goods. (Cf., e.g., L. H. Haney, Business 
Forecasting (1931), pp. 88, 205.) One may admit, finally, that it has 
been found possible, in some instances, to secure a rather remarkable 
correlation between the figures for car-loadings and statistical series 
which may be regarded as giving a rough indication of the movements in 
“sales.”’ See, e.g., the chart presented by F. Vinci, in the Rivista Italiana 
di Statistica for January, 1929, p. 9, comparing movements in freight- 
traffic and the proceeds of the tax on transfers (scambi). It must be 
remembered, none the less, that the mere transportation of goods is no 
certain indication of the fact that these goods are being sold, nor of the 
fact that they are being sold often. There is, therefore, every reason 
to use the greatest caution before accepting statistics of the freight- 
movements, without further ado, as a satisfactory substitute for figures 
with respect to the physical volume of sales. 

6. See, e.g., Rogers, The Progress of Inflation in France, 1914-1917 
(1929), pp. 287ff., for a use, as an index of ““T,” of “volume of production” 
and “car-loadings”; F. G. Perry and A. G. Silverman, ‘‘A New Index 
of the Physical Volume of Canadian Business,” in Journ. Am. Stat. 
Assoc., vol. 24 (1929), pp. 127ff., for an index which, while purporting 
to cover “distribution” as well as “production,” uses only figures for 
“transportation” as its measure of ‘‘distribution’”’ (op. cit., p. 128); 
also L. D. Edie and D. Weaver, “Velocity of Bank-Deposits in England,’’ 
Journ. Pol. Econ., vol. 38 (1930), p. 403, for a use of indexes of produc- 
tion and employment as “‘indicators of trade conditions.’”’? Evidence of 
the limitations in the type of material available to statistical workers 
anxious to construct indexes of “trade” for countries other than the 
United States may be found in the Memorandum on Production and 
Trade, 1925-1929/1930, published in 1931 by the Economic Intelligence 
Service of the League of Nations. The only exception to the general 
rule that this publication is concerned with figures for ‘‘ production” 
rather than ‘“‘trade”’ is represented by figures for international ‘‘trade’”’ 
during the period. By way of contrast to the general tendency to be 
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The history of the distinction, at the hands of statistical 
workers, between measures of “‘ production” and measures of 
something that is more properly to be called “trade” is not 
without its paradoxes and its disappointments. In 1928, Mr. 
Carl Snyder stated with considerable emphasis that what we 
need is an index of “trade” which shall be “quite divorced 
from production.”’ The same writer, and others as well, had 
already called attention to the statistical evidence which may 
be adduced in support of the contention that “ production”’ 
and “trade”? may be expected to show considerable diver- 
gences;® and Snyder, in particular, had shown some apprecia- 
tion of the logical considerations which would argue for an 
expectation that the two would not coincide.® 


satisfied with figures for “production” as indexes of movements in 
“trade,” mention should be made of the work of F. Vinci, cited in the 
preceding note, in which Vinci has attempted to construct an index of 
the ‘‘volume of exchanges” (volume degli scambi) which would avoid 
the use of direct figures for productions 

7. See, e.g., Carl Snyder, ‘‘The Index of the Volume of Trade: 
Second Revision,’ Journ. Am. Stat. Assoc., vol. 23 (1928), p. 159. 

8. See, e.g., Snyder, in the Journ. Am. Stat. Assoc., vol. 18 (1923), 
p. 961, on the “‘much wider variations in the different forms of produc- 
tion . . . than we find in . . . wholesale trade’’; and see him also in the 
Rev. Econ. Stat., vol. 10 (1928), p. 44 on the ‘‘wide divergences” 
between ‘‘the growth of general trade” and the ‘volume of physical 
product,” in ‘‘years of depression such as 1921, or even 1924, when 
production tends to fall much more than trade.” See, in addition, his 
charts showing the divergences between “trade” and production, in the 
Journ. Am. Stat. Assoc., vol. 18, p. 954, and vol. 23 (1928), p. 160. Cf. 
also the charts presented by W. I. King, ‘‘Trade Cycles and Factory 
Production,” in Persons, Foster, and Hettinger, The Problem of Busi- 
ness Forecasting (1924), pp. 15, 27ff.; also those presented by S. Kuznets, 
Cyclical Fluctuations in Retail and Wholesale Trade, especially pp. 67ff., 
purporting to show that ‘‘the commodity volume of sales by whole- 
salers fluctuates less than the volume of manufacturing output” 
(Kuznets, op. cit., p. 53). Snyder’s statistical findings have been cited 
by other writers by way of calling attention to discrepancies between 
“trade and production” (see, e.g., Foster and Catchings, Profits, pp. 
383ff.); and it is possible that they are the basis for the suggestion that 
the ‘volume of trade is but loosely tied to the total of production,” 
even where no citation is given directly to Snyder himself (so, e.g., 
F. D. Graham, Exchange, Prices, and Production in Hyper-Inflation, 
Germany, 1920-1923 (1930), p. 99). 

9. See, e.g., Snyder’s admission of at least the possibility of a “stor- 
age”? of goods — which would of course affect the ‘‘rate of sale” of 
goods —in the Journ. Am. Stat. Assoc., vol. 18 (1923), p. 957. See 
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Yet it can hardly be said that any of these writers has 
pushed the argument for a “divorce” between indexes of 
“production” and “trade” with anything that could fairly 
be called the enthusiasm of conviction. For one thing, the 
objection of Snyder, for example, to the over-emphasis, in 
the construction of indexes of “trade,” upon series represent- 
ing “production,” has, as often as not, been directed against 
over-emphasis of series representing ‘“‘basic’’ production, 
rather than production generally.! What is really important, 
however, is that, despite his emphatic desideration of a 
“divorce” between indexes of “production” and ‘‘trade,”’ 
Snyder himself can be quoted as having declared, upon more 
than one occasion, that “‘ production” may, after all, be taken 
as an adequate measure of “‘trade.’” It is of some interest to 
ask what there is, in the way of statistical evidence or logical 
argument, which would warrant a change of heart with respect 
to the “divorce” which was once so warmly desiderated. 

In point of fact, Snyder’s statements as to the possibility 
of using figures for “‘production” as measures of “‘trade’’ are 
found, upon closer examination, to be of such a kind as to 
provide no support whatever for the suggestion that an index 
of production would do as well as an index of ‘‘trade”’ for the 
special purpose with which we are here concerned — viz., the 
also his references to the possibility of change in what we should call 
the “number of middlemen’s sales,’””— or, as he calls it, the ‘‘rate of 
turnover of goods, from producer to consumer,” in the Review of Econ. 
Statistics, vol. 8 (1926), p. 100; also id., vol. 10 (1928), p. 44. 

1. See, e.g., Journ. Am. Stat. Assoc., vol. 18 (1923), p. 957; vol. 19 
(1924), pp. 40f.; vol. 23 (1928), pp. 154, 159; Rev. of Econ. Stat., vol. 8 
(1926), p. 92; Proceedings Acad. Pol. Sci., vol. 13, no. 4 (1930), pp. 18, 21. 

2. See, e.g., Journ. Am. Stat. Assoc., vol. 18 (1923), p. 957 “... 
Over a series of years taken together the total volume of production 
ought to be a good index of the total of the nation’s trade’’; Rev. of 
Econ. Stat., vol. 8 (1926), p. 100: ‘‘. .. The volume of basic produc- 
tion and the volume of trade ought to show the same broad rate of 
growth”; id., vol. 10 (1928), p. 44: “In other words, adequate measures 
of total product and especially of manufacture, taken broadly, form an 
excellent measure of the growth of general trade’’; Proceedings of Acad. 
of Pol. Sci., vol. 13, no. 1 (1930), p. 29: ‘“‘With the steady industrial 
integration of the country, .. . the growth of trade and the growth of 
product become substantially the same.”’ 
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discovery of a statistical figure which may serve as the nu- 
merator in our ratio measuring the “‘ velocity of circulation of 
goods.”’ For one thing, Snyder argues for the “identity” of 
the movements in production and “trade” only over longer 
periods.* To anyone possessing a clear picture of the type of 
phenomenon which the notion of a “velocity of circulation 
of goods” is supposed to cover, this is a very serious limita- 
tion; for, as far as I am aware, no one has ever pretended that 
a change in that element in the “velocity of circulation of 
goods”’ which I have referred to elsewhere as change in the 
“rate of sales” of goods is anything but a short-term phe- 
nomenon. It is hardly necessary to labor the point that to 
one interested in the measurement and the explanation of 
short-term phenomena, it is of small comfort to be told that 
“in the long run” the short-term phenomena may be 
neglected. 

Nor can it be said that Snyder has paid sufficient attention 
to the difficulties which are introduced by that other principal 
element in the notion of a ‘velocity of circulation of goods” 
which I have elsewhere called the “‘number of middlemen’s 
sales.’’* Upon logical grounds, one would expect a change in 
this variable to give rise to differences between ‘ production” 
and “trade” over long periods as well as short. Yet Snyder 
contents himself with the statement that, even so far as this 
factor is concerned, ‘‘the growth of trade and the growth of 
product become substantially the same,” when we take 
account of “‘the steady industrial integration of the country.’ 
Surely, the “steady industrial integration of the country,”’ if 
it could be shown to have taken place, should have had the 
effect of registering a gradual change in the relationship of 

3. Attention may be called, in this connection, to the use, in the 
passages quoted in note 2, immediately preceding, of such phrases as 
“over a series of years taken together,” ‘the same broad rate of 
growth,” etc. 

4. On the relations and the differences between the notion of a “rate 
of sale’ of goods, and the “number of middlemen’s sales” of goods, 
see my paper cited on p. 6 of the text, above, and also the second of 
the Journal of Political Economy articles, cited in note 2 on p. 2 of this 


article. 
5. Cf. the last quotation from Snyder in note 2, p. 16, above: 
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“production” to “trade,” of such a kind as to make the sub- 
stitution of indexes of production for indexes of trade, over 
long periods, extremely inadvisable. Only the demonstration 
of an unchanging set of conditions with respect to ‘‘industrial 
integration” — not the demonstration of a “steady” prog- 
ress in the direction of greater integration — would justify a 
readiness to substitute indexes for production for indexes of 
“trade,” even over long periods, and even if other serious 
analytical difficulties did not stand in the way of such a sub- 
stitution. 

If there is an objection to the use of most indexes of “trade”’ 
as the numerator in our ratio purporting to measure the 
“velocity of circulation of goods,” on the ground that they 
contain series which cannot be regarded as direct measures of 
that magnitude in which we are really interested—the “‘physi- 
cal volume of sales’’— there should be still greater objection 
to many of the indexes which are often used to measure some- 
thing which is loosely called “business activity.’”’ The eco- 
nomic meaning of current indexes of ‘‘general business’’ has 
on the whole been much more sharply questioned than has 
that of the “physical volume of trade”— and rightly so.® 
Yet there is still greater need for caution in the use of such 
indexes if, upon the ground that they may be taken as repre- 

6. Fisher, e.g., who has already been referred to (cf. note 8, p. 10. 
above) as having spoken favorably of such an index of the physical 
volume of ‘‘trade’’ as, e.g., that of Persons, remarks that ‘“ ‘business’ 
is a cloudy concept” and that the typical index of business ‘‘so com- 
monly employed hitherto” is ‘vague and almost meaningless.’”’ Simi- 
larly, Wesley Mitchell (Business Cycles: the Problem and its Setting 
(1927), p. 320) remarks that indexes of “‘general business conditions” 
represent a concept which is “much less definite” than indexes of 
“either the pecuniary or the physical volume of trade,”’ and that what- 
ever may be said of their usefulness in comparing ‘‘successive cycles 
with respect to duration, amplitude, and the character of their several 
phases,” ‘‘for intensive theoretical work they are of slight value.” It 
is worth noting, however, that the criticism of these indexes by Fisher, 
for example, is directed against the “mixture of three such essentially 
different categories as quantities, prices, and values”’ (op. cit., p. 182),— 
i.e., against the failure to keep separate “‘value’”’ and ‘‘physical volume”’ 
data,—rather than against the use of series covering phenomena widely 
different in their nature and mode of operation, and only very remotely 
associated with one another logically. 
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senting the ‘“‘T”’ of the ordinary equation of exchange, they 
were to be regarded as the equivalent of Gv in that equation, 
and therefore as the equivalent of our ‘physical volume of 
sales.” What place, for example, in a figure purporting to 
measure the “physical volume of sales of goods’”’ have such 
series as “‘ Panama Canal traffic,” “‘life insurance,” and “ cor- 
porations formed’’?? 

Of all the components of current indexes of trade, other 
than direct figures for sales, perhaps the one which might 
seem to come closest to providing a measure for the volume 
of sales is the figure for bank-debits, deflated by a suitable 
price-index. Yet even if we could be sure that we were in fact 
avoiding the pitfalls to which attention was called above, in 
our discussion of the possibility of ‘‘deflating” series repre- 
senting the “dollar value of sales,” it is still highly doubtful 
whether a series representing deflated bank debits could be 
used, without further ado, as an index of the “physical vol- 
ume of sales of goods,” of a sort which could serve as the 
numerator in our ratio measuring the “velocity of circulation 
of goods.”’ 

It might be granted that, by processes of selection as be- 
tween different cities, of a kind familiar to economic statisti- 
cians, rough methods could be devised for eliminating the 
influence of stock-exchange securities from the total figure. 
There would, however, still remain serious obstacles to the 
acceptance of a deflated series of bank debts as the measure 
of the “physical volume of sales.”’ For one thing, our figure 
would still include the effect of payments other than those 
directed against commodities, in the strict sense of the term. 
Gifts, repayment of debts, and other “unilateral” transac- 
tions would distort any figure designed to measure move- 
ments in the “ physical volume of sales of goods.’’ Moreover, 
a deflated series of bank debits would register the effect of 
payments for services, as well as commodities. I have else- 
where developed at length the argument against the inclusion 

7. All three series cited are contained, for example, in Snyder’s index 


of the Volume of Trade. See, e.g., Journ. Am. Stat. Assoc., vol. 23 
(June, 1928), p. 157. 
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of “‘services”’ in either of the terms of our ratio measuring the 
“velocity of circulation of goods,” and I shall not repeat the 
details of that argument here.® It is sufficient here to point 
out that their inclusion in a series of deflated bank-debits 
would inevitably distort the resulting picture of what pur- 
ported to be a measure of the velocity of circulation of 
“goods,” in the narrower sense of the latter term. 

There would be a final objection to the acquiescence in use 
of a series of deflated bank-debits as the numerator in our 
ratio, even if we could devise methods for eliminating the in- 
fluence of anything but the “sales of goods.’”’ I have pointed 
out on another occasion that there are strong reasons for sup- 
posing that “goods” of various categories may show sharply 
differing “velocities of circulation,” and that we must ulti- 
mately look forward to the possibility of computing separate 
“velocities”’ for goods of different categories. Now, it must 
be obvious that complacent final acceptance of a series of 
deflated bank-debits as an adequate substitute for the ‘“‘physi- 
cal volume of sales’’ must have the effect of barring the way 
to these further studies, the importance of which cannot be 
minimized on a priori grounds . For there is obviously nothing 
in the figure for deflated bank-debits which would give us any 
clue with respect to the proportions of the different types of 
goods the “‘sales” of which we may, for purposes of argument, 
regard as being contained in a series representing deflated 
bank-debits. Only the construction of a figure for the “ physi- 
cal volume of sales’ upon the basis of a direct collection of 
figures recording movements in the latter magnitude would 
automatically give us that information with respect to the 

8. See, on this point, my paper on “The Definition of the Concept 
of a ‘Velocity of Circulation of Goods,’ ” cited on p. 6, above. 

9. Cf. the preceding note. The necessity for looking forward to this 
possibility must of course constitute a further argument against com- 
placency with respect to the figures for dollar-value of sales, of the kind 
discussed on pp. 7ff. of this article; since, in most cases, the figures for 
the dollar value of ‘“‘sales,” if they are differentiated at all, are usually 
differentiated on the basis of the ‘“‘kind of business” reporting them 


rather than the “‘kind of commodities sold.” This is especially true, for 
example, of the sales of department stores and mail-order houses. 
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proportions of the different types of goods of which we are 
really in need. 


III 


We come now to the possibility of obtaining a statistical 
measure for the denominator in our ratio representing the 
“velocity of circulation of goods’’— viz., “goods intended for 
sale.”” As early as 1887, Alfred Marshall suggested that the 
statistics for the “volume of things on sale” were “‘no doubt 
... fairly good.’ Yet, in the light of what we know about 
the range of the statistical material available in England in 
1887, it is difficult to believe that Marshall can have seriously 
considered the implications of such a statement. For, if the 
truth be told, the statistical base for a measurement of the 
“volume of things on sale’”’ even in present-day America is to 
be regarded as anything but “fairly good,” in comparison with 
what is really needed, and what, it is to be hoped, will some 
day be established. One suspects, therefore, that when Mar- 
shall was led — quite correctly, in my opinion — to designate 
the “volume of things on sale” as the magnitude to which the 
factor “velocity of circulation” was to be applied, he was led 
to this conclusion, not by a careful examination of the alterna- 
tives which have been proposed for this magnitude, but by a 
simple and direct instinct which leaped over most of the diffi- 
culties in the way. Had he reached his conclusion after metic- 
ulous comparison of the merits of the various alternatives to 
the “volume of things on sale”’ as the magnitude to which the 
“‘velocity’’ factor was to be applied, it is highly probable that 
he would have been more acutely conscious of the differences 
between that magnitude and various aggregates which are 
loosely identified with it in economic discussion, and which 
are in fact all that most of current statistics have to offer. 

I have, on another occasion, presented the reasons for argu- 
ing that the variable “‘goods intended for sale” is to be pre- 
ferred, as the denominator of our ratio, to such variables as 
““goods in existence,” ‘‘goods produced,” or the “social prod- 


1. See Marshall, Official Papers, p. 35. 
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uct,” and I shall not here repeat the argument on these points.” 
It should be sufficient to point out that an adequate figure for 
“‘goods intended for sale”? would be made up of (1) the vol- 
ume of goods produced for sale (minus the amount of such 
goods exported) ; (2) goods imported for sale; (3) goods pro- 
duced in a previous calendar period but still offered for sale; 
and (4) goods previously absorbed in consumption but now 
intended for resale, together with such goods as may once 
have been intended for use in the processes of production, 
but are now again intended for sale. The question as to the 
possibility of obtaining an adequate figure for the volume of 
“goods intended for sale” therefore resolves itself into the 
question as to the possibility of obtaining satisfactory sta- 
tistics under each of these four heads. 

First, as to the “volume of goods produced for sale.”” We 
have, it is true, made great progress towards filling in the 
former gap in our statistical knowledge of the facts with 
respect to “production’’; but it is not at all clear that these 
figures for “ production”’ may, without further ado, be taken 
as applying only to those goods which are intended for sale 
in the form in which they are recorded as having been “ pro- 
duced.” Just what would be disclosed by a careful survey 
of all available figures with respect to “‘production,” with a 
view to establishing the proportion of that production which 
is really “intended for sale,” it is impossible to say. That there 
is, however, a crying need for such a survey, and for an ener- 
getic attempt to establish conditions for the collection of such 
statistics which will remove all ambiguity upon this point in 
the future, can be doubted by no one who is fully conscious 
of the reasons for drawing a sharp distinction between “‘goods 
produced” and “goods produced for sale.” 

The same type of difficulty presents itself with respect to 
the use, for the special purpose under discussion, of figures 
for exports and imports. It is necessary, for example, that 
the figures for “imports” should be checked over to see that 
they are intended to be sold in the form in which they are 


2. On this point, I must refer the reader once more to the paper cited 
on p. 6 of this article, above. 
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imported, before they can be regarded as part of our “goods 
intended for sale.” The five-fold classification of imports 
published by the United States Department of Commerce, 
viz., “crude materials,” “crude foodstuffs,” “manufactured 
foodstuffs,” ‘‘semi-manufactures,” and “finished manufac- 
tures,” welcome as it is for many purposes, can be regarded 
only as a beginning along lines which will have to be more 
elaborately developed in the future. It is, for example, clear 
that virtually all of the “‘finished manufactures” are intended 
for sale in the form in which they are imported; but nothing 
can be said with certainty with respect to the remaining four 
categories. ‘‘Manufactured foodstuffs,” for example, con- 
tain, along with many commodities that are certainly intended 
for sale in the form in which they are imported, such items as 
“sausage casings’’ and “glucose,’’ which may be intended to 
be sold by distributors in the form in which they are received, 
and yet may also be in the category of goods imported by 
manufacturers for use in further manufacturing processes. 
The same is of course true for “‘semi-manufactures,”’ “‘ crude 
foodstuffs,” and “crude materials.” 

The magnitude “goods produced in a previous calendar 
period but still offered for sale” takes on particular interest 
because of the increasing amount of discussion which has in 
recent years been devoted to the significance, for problems in 
monetary and banking theory, of “stocks” of goods kept on 
hand. It takes on particular interest also because of the fact 
that figures for commodity ‘‘stocks” have come to be avail- 
able over an ever-widening front in recent years.’ It is, how- 

3. The pioneer work in this field, so far as I know, was, as in the case 
of the figures for “sales” referred to on p. 7, above, undertaken by 
American authorities; in this instance by the Department of Commerce, 
which has since 1919 been extending and publishing its information 
concerning stocks of both manufactured goods and raw materials, and 
the Federal Reserve Board, which has, also since 1919, collected figures 
for stocks of wholesalers and retailers, particularly of department stores. 
The information thus provided by official agencies in America has been 
supplemented from other sources. See, e.g., the material summarized 
by M. T. Copeland, in Recent Economic Changes, published by the 
Nat. Bureau of Econ. Research (1929), vol. I, pp. 352ff., and especially 


that summarized in Lyon, Hand-to-Mouth Buying, pp. 229ff.; also the 
material to be found in individual monographs dealing with the ‘“‘stock- 
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ever, extremely important to notice that it is not possible, 
without further ado, to take these figures for ‘stocks on 
hand”’ as the equivalent of “goods produced in a previous 
calendar year but still offered for sale.’ The reason for this, 
obviously, is that some of these “stocks on hand” are not in 
fact being “offered for sale’’— as, for example, when stocks 
of raw-materials are being accumulated preparatory to their 
conversion into a manufactured product. 

That the figures for “stocks on hand”’ must be subjected 
to a closer scrutiny than has sometimes been thought neces- 
sary is a conclusion that has been forcing itself upon the atten- 
tion of writers on monetary theory with increasing emphasis 
in recent years. The lines of differentiation between ‘‘stocks’’ 
of various types which have been proposed by these writers 
are, however, not always identical with the line of differ- 
entiation which is here proposed. It is, therefore, worth asking 
how far the various differentiations which have been suggested 
coincide with that which is here advocated. 

Messrs. J. R. Bellerby and D. H. Robertson, for example, 
stress the necessity for distinguishing between “the accumu- 
lation of stocks of finished goods in the hands of merchants 
...and their accumulation in the hands of makers.’* The 
sales ratio” in special types of business, such as those of C. N. Schmaltz 
and O. W. Blackett, Standard Departmental Stock-sales Ratios for 
Department Stores, Michigan Business Studies, vol. I, no. 4, and vol. II, 
no. 4. The collection of figures for “‘stocks” of commodities has also 
been begun in other countries than the United States,— as in England, 
by Mr. J. M. Keynes and others for the London and Cambridge Eco- 
nomic Service (published in special Memoranda issued at irregular in- 
tervals since September, 1927, tho the figures presented go back in 
many cases to 1920), and in Germany under the auspices chiefly of the 
Berlin Institut fiir Konjunkturforschung (see, e.g., the individual con- 
tributions represented by such monographs as those of H. Griinbaum, 
Die Umsatzschwankungen des Hinzelhandels als Problem der Betriebs- 
politik [Viertelsjahrshefte fiir Konjunkturforschung, Sonderheft 10, 
p. 16]; G. Keiser and C. Ruberg, Umsatz u. Lagerhaltung im deutschen 
Einzelhandel seit 1924 [id., Sonderheft 14], pp. 45ff.; more generally, 
E. Wagemann, in Bull. Internat. de Stat., vol. 24 (1930), pp. 330f. 
See also M. Palyi, in the Wirtschaftliche Mitteilungen of the Deutsche 
Bank, June, 1929 [summarized in English in the Journal of Business, 


vol. 3 (1930), pp. 92ff.]). 
4. See D. H. Robertson, Banking Policy and the Price-Level, p. 83, 
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antithesis between ‘‘merchants”’ and “makers” might seem 
to suggest the antithesis which we have in mind; but it is to 
be observed that the “stocks” referred to are in both cases 
stocks of finished goods. It would appear, therefore, that the 
distinction which these writers have in mind is not a distinc- 
tion between ‘stocks intended for sale”’ in their present form, 
and ‘‘stocks intended for further processing,” but rather a 
distinction of the sort suggested by Mr. Robertson on another 
occasion, when he spoke of the necessity for recognizing the 
difference “‘between the designed accumulation of goods by 
merchants in time of boom, and the involuntary accumula- 
tion of goods by manufacturers in time of slump.”® 

It has sometimes been suggested that “stocks on hand”’ 
—or the “stock burden,” as it is called — should be classi- 
fied into two types — viz., “‘on the one hand, a stock of fin- 
ished goods for shipment, and, on the other, a supply of raw 
materials.’’® The meaning of this distinction seems to be essen- 
tially the same as that which is implied in our suggestion that 
stocks of commodities be divided into two groups, depending 
upon whether the commodities are intended for sale in their 
present form, or are intended for further processing by their 
holders. It is important to notice, however, that there is a 
pitfall in the dichotomy “finished goods” and “raw materi- 
als,”” which is used by these writers, in that such a dichotomy 
suggests a criterion of differentiation according to the tech- 
and the reference there given to Bellerby’s Control of Credit as a Remedy 
for Unemployment (1924). 

5. See Robertson, ‘“‘The Monetary Doctrines of Messrs. Foster and 
Catchings,’”’ in Quart. Journ. Econ., vol. 43 (1929), p. 495. Cf. also 
J. M. Clark, ‘“‘ Business Cycles: The Problem of Diagnosis,” in the March, 
1932, supplement to the Journ. Am. Stat. Assoc. (vol. 27), p. 215, on 
the desirability of obtaining ‘‘more complete and better classified figures 
for stocks of goods, distinguishing especially those cases in which an 
increase of stocks represents a willingness to buy from those in which 
it means an inability to sell.” 

6. So, e.g., L. S. Lyon, Hand-to-Mouth Buying, pp. 227ff. See 
especially the “sample” figures with respect to each of three categories: 
“stock burden of goods for sale by others than merchants,” “stock 
burden of raw materials, chiefly of manufactures,’’ and ‘‘stock burden of 


goods for sale by merchants,” in chs. xii, xiii, and xiv, respectively, of 
the book cited. 
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nological characteristics of the goods in question. In point of 
fact, of course, it is obvious that “raw materials’? may per- 
fectly well be kept by “merchants” with the definite inten- 
tion of sale, rather than of use in manufacture. Hawtrey is 
therefore much less misleading, when, in distinguishing be- 
tween “working capital in the hands of producers” and “‘work- 
ing capital in the hands of dealers in commodities,” he is 
careful to point out that the latter, ‘which consists of stocks 
of products bought with a view to being sold again as they 
are. .. may be final products destined for sale to producers.’’? 

In his Treatise on Money, J. M. Keynes presents a distinc- 
tion — that between “liquid capital’ and ‘working capital’’ 
— which might be found, in practice, to represent roughly 
the proportions between “stocks intended for sale’ and 
“stocks intended for further processing and therefore not 
intended for sale.’’® It is, however, important to notice that 
Keynes’s formal distinction between the two categories de- 
pends upon quite another logical criterion — viz., whether the 
stocks are merely of the size “ required for efficient business ’’— 
in which case they are to be regarded as part of ‘working 
capital’ — or whether they represent a “truly redundant 
surplus,” in which case they are to be regarded as “‘liquid 
capital.”® There are, therefore, obvious reasons for hesitating 
to adopt the distinction proposed by Keynes as being well 
adapted to the special problem with which we are concerned, 
quite aside from the possibility of confusion which may arise 
from Keynes’s use elsewhere of the term ‘‘liquid,” in a sense 
which might suggest, despite Keynes’s careful distinction 
between “liquid output” and “liquid capital,” that the latter 
would apply only to stocks of finished goods. It is, however, 
worth pointing out that at least one of the reasons which would 
make it impossible for Keynes to use, as measures of the 
amount of “liquid capital,” the statistics for ‘‘stocks’’ to 
which reference was made above— viz., that these statistics 
include figures for ‘‘those stocks which are . . . a necessary 
7. Hawtrey, Trade and Credit, p. 126. 


8. See Keynes, Treatise on Money, vol. I, p. 129; vol. II, p. 134. 
9. See, e.g., Keynes, op. cit., I. p. 129, II. p. 134. 
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safeguard against interruptions to the continuity of produc- 
tion,’’ makes it impossible for us to use these statistics as 
even rough measures of the quantity of ‘goods intended for 
sale,”’ since it is obvious that a very considerable propor- 
tion of stocks of the type described by Keynes is not “intended 
for sale.’’! 

There is, therefore, every reason for continuing to hope that 
the figures for “stocks of commodities’? may, in the future, 
be computed in such a way as to show clearly the proportions 
in which these stocks are to be divided between stocks which 
are “intended for sale’ in their present form, and stocks 
which are not so intended. The very fact that beginnings 
have been made in this direction even at this early stage 
in the development of our knowledge with respect to the 
movements in commodity “stocks” should be taken as proof 
that this hope is not an unfounded one.? 

By the same token, it is perhaps not unreasonable to hope 
that a growing realization of the importance of figures for 
“‘stocks’”’ which shall represent the amount of “goods pro- 
duced in a previous calendar period but still offered for sale” 
will lead to insistence that a greater amount of attention be 
paid to the date of the given calendar period on which the 
figures for these “‘stocks”’ are to be collected. If these figures 
are collected as of the beginning of a calendar period, it is 
obvious that all “stocks” on hand of goods of the kind de- 
scribed will, on the date indicated, necessarily have been pro- 
duced in the “‘previous calendar period.” If, on the other 
hand, the figures for “stocks” are collected on some other 
date, the resulting figure for “stocks” will lose much of its 
meaning for the purpose in hand, regardless of its possible 
use, in combination with other figures, in the construction of 
figures for “average” stocks on hand throughout the year. 

There remains, finally, the necessity for securing statistics 
with respect to the volume of goods previously absorbed in 


1. The quotation from Keynes is taken from his Treatise, II, p. 134. 

2. For an example of an attempt to distinguish between stocks of 
the two different types, see the chapters in Lyon, Hand-to-Mouth 
Buying (especially Chapters XII and XIV), referred to in note 6, p. 25, 
above. 
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consumption, but now intended for resale. It is easy to exag- 
gerate the difficulties which might seem to be involved in the 
collection of such statistics. As I have pointed out on another 
occasion, there are strong reasons for believing that goods 
falling into this category extend over a comparatively small 
range of products — for example, residences, automobiles, 
and certain staples which are often sold in ‘“‘second-hand”’ 
form, such as copper and rubber. As it happens, knowledge 
of the facts with respect to the magnitude of the amounts of 
such goods is, in many cases, of sufficient importance to the 
business interests engaged in the sale of these goods to war- 
rant the hope that some day these figures will become avail- 
able with a reasonable degree of completeness. Indeed, there 
is evidence that collection of such statistics has already begun 
to be carried on along a widening front.’ 

For the sake of completeness, it was suggested above that, 
in addition to ‘‘goods previously absorbed in consumption, 
but now intended for resale,” some room should be made for 
figures with respect to the volume of “‘such goods as may have 


3. If, for example, one is to judge from the discussion of the size of 
“used-car stocks,’”’ by J. W. Scoville, Chief Statistician of the Chrysler 
Corporation, in his article ‘The Outlook for the Automobile Industry,” 
in Automobile Topics, Jan. 10, 1931, p. 9, it would appear that a con- 
siderable amount of information is already available with respect to the 
number of “used cars” intended for sale. See also the statistics with 
respect to the export trade in “scrap and old rubber” given in the 
United States Daily for March 4, 1932. See also the discussion of “scrap, 
or secondary copper,” — i.e., ‘metal that has been recovered from indus- 
trial uses to which it had previously been put’’— in Index (published 
by Svenska Handelsbanken), vol. VI, no. 70 (October, 1931), p. 220. 
The possibility of increasing our knowledge on this head may be illus- 
trated further by calling attention to the fact that the United States 
Bureau of the Census was able to secure figures for the sales of second- 
hand stores. As might have been expected, they amount to a very small 
proportion of total sales reported in 1929, — .31% of total sales in all; 
but, as is suggested in the text, the “‘second-hand”’ goods which are 
likely to be of considerable quantitative importance relatively to sales 
of new goods of the same character are hardly those which may be 
found in second-hand ‘‘stores.’’ I call attention to these figures for the 
sales of ‘second-hand stores” only by way of showing that the outlook 
for collecting significant figures for the ‘‘second-hand”’ goods which are 
of considerable importance quantitatively is probably by no means as 
hopeless as some might imagine. 
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been intended for use in the processes of production, but are 
now again intended for sale.” One thinks, for example, of 
the possibility that a producer, finding himself overstocked 
with raw material, may decide to sell this raw material which 
had previously not been intended for sale. Similarly, a farmer 
might decide that it would be wiser to take the corn which he 
had intended to feed to his hogs and convert it more directly 
into cash. In all such cases, however, there would seem to be 
no good reason why an adequate investigation of the propor- 
tion of “stocks on hand”’ which were “intended for sale,” 
and those which were not ‘“‘intended for sale’”’ should not dis- 
close the facts with respect to the shift in this proportion 
which might have been brought about by a change of decision 
of the type indicated. 

In summary, therefore, it may be said that while we are 
very much further from possessing ‘fairly good’’ figures with 
respect to the “volume of things on sale” than Marshall’s 
premature optimism led him to suppose we were in 1887, the 
outlook for the future is by no means as hopeless as might be 
supposed. What is needed is a clear recognition of the neces- 
sity for directing the collection of statistical material into 
channels which will be useful for the purpose in hand. If this 
necessity is recognized, we have only to rely upon the con- 
tinued broadening of our statistical base — a development 
which is certainly more likely to come about than a narrowing 
of that base — to do the rest. 


IV 


The discussion, in the last section, of the probability, as 
well as the desirability, of our witnessing, in the near future, 
a considerable broadening of our statistical knowledge with 
respect to the amount of “stocks” of commodities on hand, 
raises an interesting question — viz., the extent to which 
these figures for “stocks,” assuming that they will refer to 
stocks of goods which are “intended for sale,’’ will themselves 
give us so clear a picture of the movements in the “velocity 
of circulation of goods” as to make it possible to dispense 
with the collection of statistics covering the other magnitudes 
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which, we have argued, should be included in the “goods in- 
tended for sale” that are represented by the denominator of 
our fundamental ratio. It is easy to show that the answer to 
this question depends in large part upon the form of the pro- 
posal with respect to the use of statistics of “stocks” for this 


purpose. 

It has, for example, been implied that the figures for 
“stocks”? may themselves be used as the denominator in our 
ratio measuring the velocity of circulation of goods.‘ It 
should, however, be obvious, that such a procedure cannot 
be expected to give us a reliable measure of “number of 
times” commodities are “exchanged.” The principal reason 
why this is so is, of course, that the goods whose “‘sales’’ are 
included in the numerator of our fundamental ratio include 
not only the goods which are on hand, on the average, during 
the calendar period under investigation—i.e., average 
“stocks” of commodities — but also the goods which were 
offered for sale at one time or another during the year, but 
which have now been removed from the market. The ‘goods on 


4. See, e.g., R. H. Lounsbury, “Velocity Concepts and Prices,’’ in 
Quart. Journ. Econ., vol. 46 (1931), p. 45, note 8. That this is in fact 
Lounsbury’s meaning may be obscured from the casual reader by the 
fact that he refers to the magnitude to which the velocity factor is to 
be applied —i.e., the denominator in our fundamental ratio — not as 
“stocks,’”’ but as ‘“‘commodities in existence at any time during the 
month.”’ It is clear, however, from the rest of Lounsbury’s discussion, 
that he does not mean to include in this figure the total of owned 
wealth. His “quantity of commodities in existence at any time during 
the month” must therefore be equal to the total of stocks of commod- 
ities on hand. 

5. This phrase, together with the phrase ‘change in turnover,” is 
used by Lounsbury to refer to what we have called the “velocity of cir- 
culation of goods.” 

6. Strangely enough, Lounsbury himself recognizes implicitly the dif- 
ficulty involved in his suggestion when he points out that it is possible 
to have “an equal quantity” of goods “‘in existence at any time during 
the month,” and yet, as the result of a ‘‘speeding up”’ of the processes 
of production and exchange, to have a much larger quantity of goods 
actually subject to market dealings during the period. Yet instead of 
following the procedure which is obviously dictated by recognition of 
this difficulty, Lounsbury prefers to insist, without supporting argu- 
ment, that it makes no difference whether we apply the velocity factor 
to the “same” quantity of goods, or an “equal’’ quantity of goods. 
Obviously, with the “speeding up” of processes of production, even 
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hand” represent, after all, only a small proportion of the 
total of goods which have been the subject of market transac- 
tions during the year, and which have been “exchanged” a 
given number of times. To divide the total of “sales” merely 
by “‘average stocks on hand’’would therefore give us a figure 

for the “‘ velocity of circulation of goods’’ which would always 
; overstate the “number of times goods changed hands.” 

Nor is there reason to suppose that the proposed procedure, 
which would obviously give us an inaccurate absolute figure 
for the “velocity of circulation of goods” would be any more 
reliable as a measure of the relative changes in that velocity — 
at least insofar as the latter is affected by the “number of 
middlemen’s sales.’’ For any assumption that they would give 
a satisfactory measure of these relative movements must rest 
upon the further assumption that the ratio of “stocks intended 
for sale’”’ and “goods intended for sale” tends to remain con- 
stant. There is, of course, no a priori reason for supposing 
that this ratio will remain constant. On the contrary, when 
it is remembered that the magnitude “goods intended for 
sale” contains, among other things, the amount of “goods 
produced for sale,”’ there is every reason to suppose that, in 
many cases, the magnitude “stocks intended for sale” will 
move in a direction opposite to that of ‘goods intended for 
sale.”” This will become obvious if one recalls the analysis, 
advanced by a number of writers, of the relation of low or high 
inventories to the prospects of a revival of productive activity, 
and of the possibility that in these variations in the “‘stocks” 
of goods may be found at least one of the reasons why con- 
sumption maintains so much steadier a level than does “ pro- 
duction.” 

It must be granted, therefore, that whatever the ratio 
tho the quantity of goods “in existence’ —i.e., the quantity held 
as stocks — remains “‘equal” to its former level, it makes a vast amount 
of difference whether we apply the velocity factor to the ‘‘same”’ com- 
modities or to an equal quantity of commodities. In the arithmetical 
example given by Lounsbury, the first method would give us a figure 
for ‘‘velocity’’ of two, and the second would give us a figure for “‘veloc- 
ity” of one. To adopt any other procedure would completely obscure 


the difference between the “quantity of goods,’’ on the one hand, and 
the “number of times goods exchange hands,” on the other. 

















QUARTERLY JOURNAL OF ECONOMICS 


sales 
stocks of goods intended for sale 
a good indicator of the “‘number of middlemen’s sales.’ It 
must be remembered, on the other hand, that a change in 
the “number of middlemen’s sales” is not the only type of 
development which the concept of a “velocity of circulation 
sales 





may represent, it will not be 





of goods,” as defined by the ratio , is 
. , . goods intended for sale 


intended to cover. Included in the notion of a “velocity of 
circulation of goods” is also what, upon other occasions, I 
have called the rate of sale — i.e., the speed with which goods 
are marketed.’ 

It is obvious that, from the point of view of one wishing 
to study changes in the ‘‘rate of sale” of goods, the ratio 

sales 

stocks of goods intended for sale 
For it is clear that the failure to sell goods which were defi- 
nitely intended for sale within a given period can be reflected 
only in the accumulation of the “‘stocks”’ of these goods, and 


sales 


should be of great service. 








hence in a change in the ratio - ° 
stocks of goods intended for sale 


The case for the continued computation of these ratios should 
therefore be made to rest, not upon their supposed use as a 
substitute for the computation of a figure for the “ velocity 
of circulation of goods,’’ but upon the fact that their computa- 
tion would provide a very desirable supplementary indication 
of the relative extent to which our figure for the ‘‘ velocity of 
circulation of goods’”’ is being affected by changes in the “rate 
of sale” of goods, and the “number of middlemen’s sales’’ of 
these goods, respectively. It is obvious, therefore, that the 
argument for continued emphasis upon the desirability of 
orienting our statistical investigation in a direction which will 
ultimately give us the information necessary for the computa- 
tion of a figure for the “ velocity of circulation of goods,’ as de- 


7: Cf., on this matter, note 4, p. 17, above. 
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physical volume of sales 


physical volume of goods intended for sale 
remains as strong as ever. 


fined by the ratio 





V 


It should be clear, from what has been said with respect 
to the amount of statistical material available for our special 
purpose, that no one can yet say, with any degree of confi- 
dence, just what the movements in the “velocity of circula- 
tion of goods” are really like. There have been writers who 
have insisted that, of all the variables in the ordinary equa- 
tion of exchange, the velocity of circulation of goods is subject 
to the greatest fluctuations.* Yet there are very marked dif- 
ferences of opinion between various writers as to the precise 
nature — and particularly as to the precise timing — of these 
fluctuations.° 


8. So, e.g., W. Eggenschwyler, “‘Die Kaufkraft des Geldes,’”’ in 
Archiv fiir Soz.-wiss. u. Soz.-pol., vol. 36 (1913), p. 222. Similarly, E. 
Herzfelder, in his Die volkswirtschaftliche Bilanz (1919), p. 116, alleges 
that the velocity of circulation of goods “plays a role in economic life 
which is continually becoming greater and more significant.’’ Cf. also 
J. H. Rogers, The Process of Inflation in France (1929), p. 283: “The 
methods of distribution [of goods], determining, as they do, the number 
of times that commodities of various sorts are sold, may be even more 
influential than the total production itself in fixing the magnitude of ‘T.’”’ 

9. For an example of a difference of opinion with respect to the prob- 
able nature and timing of changes in the size of “stocks” of goods — 
and therefore in the “rate of sale” of those goods — over the period of 
the business cycle, compare Robertson, Banking Policy and the Price- 
Level (1926), p. 82, and Pigou, Industrial Fluctuations, pp. 25ff., with 
Hawtrey, Trade and Credit, pp. 159f. Similarly, the testimony with 
respect to changes in the “‘number of middlemen’s sales’’ during periods 
of extreme war-time inflation is conflicting. It has been suggested, for 
example, that an increase in the ‘‘number of middlemen’s sales”’ is 
characteristic of such periods. See, e.g., F. Nebenius, Uber die Natur und 
die Ursachen des 6ffentlichen Credits, I, pp. 124ff. of the 2d (1829) 
edition; J. van Walré de Bordes, The Austrian Crown (1924), pp. 166f.; 
F. D. Graham, Exchange, Prices, and Production in Hyper-Inflation: 
Germany, 1920-1923 (1930), p. 100. On the other hand, some writers 
have conjectured that in a number of instances the conditions of war- 
time have brought about a decline in the “number of middlemen’s 
sales.”’ See, on this matter, the references to Lehfeldt, Edgeworth, A. A. 
Young and H. Working, in note 41 to the second of my two Journal of 
Political Economy articles cited in note 2, p. 2, above. 
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Moreover, there have been writers who have suggested that 
insofar as the velocity of circulation of goods changes at all, 
it changes only slowly, and at a regular rate.' I have referred, 
at an earlier point in this article, to those parts of Mr. Carl 
Snyder’s discussion of the relation between ‘‘ production”’ and 
“trade” which would indicate a belief that there is a very 
small probability that the variations in the “velocity of cir- 
culation of goods,” in actual economic life as we know it, are 
sufficiently serious to warrant their inclusion in reasoning 
with respect to the relationship of monetary and banking 
policy to the price level.? Similarly, there are parts of the 
general argument in Mr. J. M. Keynes’s Treatise on Money 
with respect to the probable size of the “fluctuations in the 
amount of Liquid Capital,” which might be taken as indicat- 
ing a belief that variations in the “rate of sale’’ of goods are 
not very considerable in economic life as we know it.* 

The point to be emphasized for the present purpose is that 
these differences of opinion are very largely based upon the 
fact that, in the absence of an adequate statistical basis for 
judgment, we are forced to fall back upon guess work.‘ Surely 

1. Professor Taussig, for example, is of the opinion (Principles, I, 
p. 237) that the “flow of goods,”— by which, from the context, one 
would understand the “rapidity of circulation,” or the ‘‘rate of turn- 
over”’ of goods,— operates “‘steadily and continuously,” and, in a given 
community, “‘with a surprisingly regular course.” 

2. See pp. 15ff., above. 

3. It is true that some difficulty is experienced in evaluating the 
importance of Keynes’s argument for purposes of the present problem, 
by reason of the fact that his primary concern is the establishment of 
the position that the amount of what he calls “liquid capital’’ is not 
sufficient to warrant the expectation that this “liquid capital’ can be 
drawn upon for any considerable period to make good those deficiencies 
in what he calls ‘working capital’ that are created, let us say, by a 
slump in production. Yet it remains true that the general trend of 
Keynes’s argument is in the direction of a conclusion to the effect that 
the size of, and therefore the fluctuations in, these stocks of “liquid 
capital”’ cannot be very considerable, so that — at least so one might 
reason — changes in the “‘rate of sale’’ may not be expected to be very 
considerable in extent. See Keynes’s Treatise, II, pp. 130, 133ff., and 
especially 145ff. Cf., however, id., II, pp. 140, 147, and I, pp. 320ff. 

4. For an example of the kind of guesswork which is regarded as 


permissible because of “lack of data,” see V. A. Mund, “Prosperity 
Reserves of Public Works,” vol. 149, part II (1930), of the Annals of 
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it is a matter of some importance to economists in general and 
to monetary theorists in particular that the whole problem 
should be removed as soon as possible from the field of pure 
surmise. This paper has attempted to do no more than to 
indicate the reasons for believing that if only the task of 
measuring statistically the “velocity of circulation of goods’’ 
is pursued with the same amount of vigor which has charac- 
terized other statistical investigations of recent years, the 
possibility of attaining such a measure is by no means so 
remote as some have imagined. 


A. W. Marcet. 


UNIVERSITY OF MINNESOTA 


the American Academy of Political and Social Science, p. 18. The 
author, in estimating money “turnover” in “ripening one batch of con- 
sumers’ goods,’’ assumes that the passages of goods against money may 
be represented by a schematic conception of a flow of goods which is 
the obverse of the flow of money ‘‘from the consumer to the retailer, 
from the wholesaler to the manufacturer, and from the manufacturer 
to the producer of raw materials.’’ It should hardly be necessary to 
point out that the assumptions with respect to the velocity of circula- 
tion of goods which are implied in such a schematic representation, are, 
in view of the “lack of data’’ to which the author refers, in the highest 
degree arbitrary and can be regarded as representing only the crudest 
kind of guesswork. 























THE STATIC AND THE DYNAMIC 
IN STATISTICAL DEMAND CURVES 


SUMMARY 


Introduction, 36.— I. Controversy concerning the nature of statis- 
tical demand curves, 37; Distinction between ‘‘time”’ and “‘dynamics,”’ 
39.— II. Different types of “‘demand’’ relationships, 42. — III. Sta- 
tistical determination of demand curves, static conditions, 43; Simple 
dynamic conditions, 43; First and second order dynamics, 44; Trend- 
ratios, 45; Link relatives, 46; Different phenomena measured, 46; 
Distortion by link relatives, 47.— IV. The scatter-diagram — choice 
of curves, 49; Demand curves for individual years, and shifts, 53.— 
V. Correlated changes of demand and supply, 54; Dealers’ and spec- 
ulators’ demands, 55; Pigou’s method, 56; Douglas’ method, 56; 
Leontief’s method, 57; Mrs. Gilboy’s method, 58; Multiple and partial 
correlation methods, 59.— Conclusions, 61. 


A growing number of studies has been made in recent years 
purporting to measure statistically the nature of the demand 
for various commodities. To the pioneering work of Lehfeldt 
and Moore and of those who used, in general, Moore’s meth- 
ods — Schultz, B. B. Smith, Ezekiel, H. Working, Warren 
and Pearson and Bean' — must be added the formulation of 
methods entirely new in principle by Leontief, Douglas and 
Pigou.? Less attention has been paid, however, to the more 
fundamental question of the exact meaning of these “‘demand 
curves” and “elasticities” after they have been obtained. 
The few such studies made, along with clarifying much of the 
problem, have exhibited great disagreement regarding the 
concepts involved. I propose in the present paper to dis- 
cuss further the fundamental nature of “demand curves,” 
especially as regards their static or dynamic character, and 
the methods of obtaining them statistically. 

1. See full bibliography up to that time in Holbrook Working’s ‘‘The 
Statistical Determination of Demand Curves,’ Quarterly Journal of 


Economics, vol. 39 (1924-25), pp. 503-543. 
2. See detailed references later in this article. 
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STATISTICAL DEMAND CURVES 


I 


The question has properly been raised as to whether it is 
even possible, in the nature of the case, to measure factually 
(statistically) the demand for a commodity, in the sense in 
which economic doctrine has understood the term since Mar- 
shall clarified its meaning.* It has, on the one hand, been 
emphasized that Marshall’s demand curve is a static concept, 
referring to the relative change in the quantity of a commod- 
ity which would be associated at a given instant with a given 
relative change in the unit price of the commodity. In line 
with this idea it has been earnestly insisted, even by some 
writers working on ‘‘demand”’ curve derivation, that, since 
statistical evidence must be based on repeated observations 
or measurements, necessarily extended over time, the static 
demand curve of orthodox economic theory can never be 
measured statistically. Henry Schultz asserts as one of the 
conclusions of his study of the demand for sugar that 

“That law of demand derived in this study is a dynamic 
law; it describes in summary form the ‘routine of change’ 
of an important economic phenomenon. It is the dynamic 
law of demand in asimple form .. . . It is quite different from 
the static law of demand of the classical writers.’’ 

On the other hand, some writers assert that these curves, 
altho constructed from data covering a period of time, par- 
take of the nature of the static demand curves through the 
nature of the statistical tool of averaging, and its near rela- 
tive, trend fitting.’ Still another point of view is represented 
by Philip G. Wright, who claims that, as commonly defined, 
both the demand and supply curves ‘“‘are and must remain 
purely mental concepts. They have reference to a static 
society which has no real existence; but even if a static society 
did exist, it would afford no concrete evidence of the existence 

3. Principles of Economics, Book III, Chapters III and IV. 

4. Statistical Laws of Demand and Supply, With Special Application 
to Sugar, p. 94. 

5. See E. J. Working, ‘‘What Do Statistical ‘Demand Curves’ 
Show?” Quarterly Journal of Economics, vol. 41 (1926-27), pp. 212- 


235; and Elizabeth W. Gilboy, ‘‘Demand Curves in Theory and Prac- 
tice,” Ibid., vol. 44 (1929-30), pp. 601-620. 
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of these curves.’’® Amoroso’ likewise holds, ‘‘The law of de- 
mand is therefore not an empirical law. Jt is a mental category 
which has its origin in the intuition of the psychological 
foundations of our economic conduct.” 

Since much of the controversy centers around the static 
character of demand curves, as contrasted with the supposed 
dynamics of statistics, it will pay to examine these concepts 
carefully. It appears to me that many economists have quite 
a confused notion of the implication of these words. The 
reason is twofold. In the first place we apply words depicting 
change and variation to both static and dynamic situations. 
The law of diminishing returns will illustrate: as the number 
of units of a variable factor is increased in combination with 
a given number of units of a fixed factor, there comes a time 
after which the average returns per unit of variable factor 
diminish. Variation is here described, but it is not neces- 
sarily a dynamic or changing situation: several simultaneous 
experiments may prove the law as well as repeated changed 
experiments in a given locality. Variation does not necessarily 
involve dynamic changes or time changes, despite the appear- 
ances of our mode of expression. 

Again, we have become accustomed to considering any 
instantaneous set of relations (as above) as static, while any 
phenomenon involving the passage of time is regarded as 
dynamic — moving. The term “dynamic’’ is identified solely 
with the idea of time changes, while the essence of static has 
been considered its instantaneous nature. Thus Mrs. Gilboy, 
in discussing demand curves, constantly refers to time factors, 
time variation, time elimination: 

“Most of the attempts to reconcile orthodox theory with 
statistically derived curves have been concerned with the 
modification of static theory so as to fit the actual data, or 
with the attempt to modify the data, primarily through the 
elimination of time so as to fit the theory. There has been, 

6. Review of Schultz’ ‘Statistical Laws of Demand and Supply,” 
Journal of the American Statistical Association, vol. 24 (1929), p. 210. 


7. ‘Le equazioni differenziali della dinamica economica,’”’ Giornale 
degli Economisti, February, 1929. 
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for the most part, no question that orthodox theory could be 
applied successfully to the interpretation of statistical curves. 
And yet it has been repeatedly remarked that the theoretical 
analysis does not include time and the statistical do. What 
is more, it is admittedly impossible to eliminate time com- 
pletely from statistical series. It seems strange that so few 
attempts have been made to attack the problem theoretically 
with the element of time left in.’’* (Italics mine.) 

But is the mere movement of time of the essence of the 
dynamic? Without entering into discussion of the idea of 
time given by the theory of relativity, it may be doubted 
whether there is any useful or real distinction for economics 
between time and no-time. The distinction between different 
lengths of time (short-time versus long-time considerations) is 
of much more importance than the distinction between a 
small interval and an instant of time. Considering the pres- 
ent matter of the demand for a commodity, in fact, the instan- 
taneous demand idea has little meaning in most cases. The 
demand for strawberries in a given market, for instance, 
refers to the quantities which would be consumed per week 
or per day, if the price were at certain levels. If this time 
interval were contracted to an infinitesimal instant, the 
quantities would also become infinitesimal. We may seek to 
look at an instantaneous “cross-section” of demand, but in 
the very price and quantity figures we see a hang-over from a 
previous period, and an estimation of a future one: most 
quantities refer to amounts per unit of time, and are mean- 
ingless in abstracto. 

Is there, then, no distinction between the static and the 
dynamic? Most certainly. But the essence of the dynamic is 
change, and not mere passage of time. The reason the static 
concept has become warped so as to be considered identical 
with no-time is that change is impossible at an instant of 
time. Change in a phenomenon whieh is being studied (price- 
quantity relations, for instance) can occur only over a period 
of time. But we must also remember that time may pass with- 
out being accompanied by a change in the phenomenon being 


8. Gilboy, op. cit., p. 608. 

















40 QUARTERLY JOURNAL OF ECONOMICS 
studied. We may have a static phenomenon during a period 
of time. The demand for strawberries in a community may 
quite conceivably remain constant for a considerable number 
of days — the price-quantity formulations of the people may 
be fixed —so that as the supply grows the daily price- 
quantity market data may truly define the static demand 
curve. We must be sure to end our observation period before 
the demand has been influenced by such factors as satiation 
or the introduction of competing seasonal fruits. Marshall 
saw the correct relation between time changes and the static 
demand schedule and illustrated® its formation by means of 
the demand for green peas: “early in the season perhaps 100 
pounds a day will be brought to market and sold at 1 s. per 
lb., later on 500 Ib. will be brought and sold at 6 d.,” ete. 

There is nothing in the nature of the statistical method, 
then, which would inherently preclude the study of static 
conditions, when this term is correctly understood to mean 
unchanging conditions rather than timeless conditions. In 
fact, as we shall see later, there are statistical techniques for 
measuring instantaneous relations even when certain known 
and measurable forces are acting on them to make them 
dynamic. 

Schultz has more recently’ identified or clarified his use of 

the word “‘time”’: 
“The history of the consumption of any commodity is the 
resultant of two main cause groups: (1) changes in the price 
of the commodity from year to year (or from season to season) 
and (2) changes in factors that are more or less independent 
of these price movements. .. . 

“Of the factors falling in the second group, some can perhaps 
be measured directly and some cannot be so measured. The 
latter are generally clubbed together and represented by the 
variable time.” 

In my opinion this use of the word “time’’ is conducive to 

9. Principles of Economics, 4th edition (1898), p. 179. 

1. Henry Schultz, ‘‘The Shifting Demand for Selected Agricultural 


Commodities, 1875-1929,”’ Journal of Farm Economics, vol. XIV, No. 2 
(1932), pp. 201-227. Specifically, pp. 201-202. 
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confusion in the analysis of economic problems. Time has a 
sufficient meaning without encumbering it as a catch-all for 
unknown forces and variables. 

It is sometimes objected that, because of the dynamic 
nature of economic phenomena, when data referring to a 
given period are statistically studied, the results apply only 
to that particular period and are valid for no other period.? 
Taken literally this limitation is correct, but it applies with 
equal force to the results of all kinds of investigation, of what- 
ever nature — it is not peculiar to the statistical method nor 
to demand studies, nor even to economics. The usefulness of 
all studies of past experience depends on the substantial con- 
tinuance in the immediate future of the relations governing 
the past phenomena being studied. There could be no science 
in an entirely capricious world. Nevertheless the caution 
against taking an excessively long period in which it is 
assumed no change has taken place, is well given in the social 
sciences, and must constantly be kept in mind. Furthermore 
our results can be stated only in the form of probabilities, and 
usually, in fact, only approximations of mathematical prob- 
abilities. The newest thought, however, takes the same posi- 
tion in regard to the so-called exact sciences: the quantum 
theory tells us thal the laws of even the natural sciences are 

2. See, for instance, Elizabeth W. Gilboy, op. cit., p. 618: ‘‘Such a 
curve and such a coefficient describe a past situation, and can be used 
only with great caution, if at all, to forecast what will happen. They 
are related to an instant of time, which has been made to approximate, 
insofar as is statistically possible, the instant of time of the theorist. 
The results obtained, therefore, cannot be applied to any other such 
‘instant’ of time.” Mrs. Gilboy evidently does not really accept this 
dictum, however, for in her conclusions on the following two pages she 
writes, ‘‘The producer’s interest in elasticity is secondary, but it is real. 
Having a price forecast he is anxious to know how much more or less 
can be sold at that price. If the price is lower than the preceding year, 
whether or not he can sell a greater quantity, without driving the price 
still lower, will depend on the elasticity of demand.” 

The same spirit underlies the criticism made by Edgeworth in his 
article on Demand Curves, in Palgrave’s Dictionary of Political Econ- 
omy, vol. I, p. 543, when he says, ‘There is an artificial rigidity in 


demand curves which imperfectly corresponds to the flux character of 
human desires. One cause of change is the formation of new habits.” 
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merely probabilities. And this is the statistical method par 
excellence. 
II 

Before proceeding with the consideration of the statistical 
derivation of demand curves, we must understand the exact 
nature of the classical concept. Demand, defined as willing- 
ness coupled with purchasing power or ability to buy a com- 
modity, is also more concretely defined as the schedule of 
quantities of the commodity which would be taken by buyers 
on a given market in a given period at different unit prices, 
other things being equal. A demand curve describes the 
functional relationship between unit prices and quantities 
which could be sold at these several prices. Quantity is a 
function of the single variable, price. 

Now it should be noted that this classical definition of 
demand is only one type: consumers’ goods are those here 
considered. If we deal with producers’ goods, or goods sub- 
ject to speculators’ or dealers’ demand, we might expect to 
find the quantities which would be taken by these buyers to 
be a function, not of the price, but of the expected price 
changes This expected price change would quite possibly be 
indicated by the price change in the recent past, so the specu- 
lators’ demand curve would describe the functional relation 
between price changes and quantities bought. (Perhaps such 
dealers’ demand is a function of both price and price changes, 
a possibility which has not yet been studied.) The point to 
be noted here is that this functional relationship between 
quantities demanded and price changes differs radically from 
the classical definition of the demand function. We must 
recognize perhaps several different types of ‘‘demand.” The 
importance of this distinction will appear shortly, in consider- 
ing the statistical technique suitable for each type of rela- 
tionship. 

3. An excellent descriptive and analytical discussion of the nature 
of dealers’ and speculators’ demand is given by Prof. Taussig in ‘‘Is 
Market Price Determinate?”’ Quarterly Journal of Economics, vol. 35 
(1920-21), pp. 394-411. See especially pp. 396-397. The terminology 


is also used by E. J. Working in his ‘‘The Statistical Determination of 
Demand Curves,” loc. cit., p. 517ff. 
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III 


Let us turn, then, to the statistical determination of 
“demand” curves. (The quotation marks are used to indi- 
cate that we are not begging the question of the actual mean- 
ing of the statistical results when obtained.) Let us first take 
the simplest case of a static (unchanging) condition in the 
demand for a given commodity (strawberries, for instance) 
and in all other relevant factors except the quantities brought 
to the given market during successive unit periods. As these 
quantities change, different prices will obtain, representing 
the equilibrium points between demand and supply. It is 
evident that these points will trace out the demand curve.‘ 

It will immediately be objected by the skeptics that we 
have here made the assumption of a static demand which is 
unsafe in reality: we must not let our statistical results rest 
on such dubious assumptions. But our technique of the 
scatter-diagram and coefficient of correlation offer a means of 
testing the truth of the assumption. If the equilibrium points 
lie on a well defined line, or in a very narrow band (indicating 
a high degree of correlation) this is sufficient evidence’ that 
the demand has not changed during the period studied. This 
judgment of the reliability of the results has not always been 
made in past statistical studies: it should never be neglected. 

After considering this simplest case of the statistical deter- 
mination of the demand curve when the demand is truly 
static, while the supply varies, let us take a simple case of a 
dynamic movement of the demand, as might be illustrated 
by a steadily growing habituation to a commodity, as the 
increased per capita consumption of sugar in the United 

4. Mrs. Gilboy at one time objected (op. cit., p. 610) that it seemed 
illogical that such a curve should be called a demand curve when its 
slope is determined by changes in supply, but in her latest study (this 
Journal, August, 1932, p. 671) abandons this position. The confusion 
came from thinking that the slope of the demand curve is determined 
by changes in supply, when in fact the slope of the demand curve is 
merely exhibited or disclosed by the movements in the supply curve. 

5. Sufficient evidence except for one matter which will be discussed 
later: we must be sure that changes in demand are not correlated with 


changes in supply. We must also have a sufficient number of data, of 
course, that our results will be significant. 
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States. Mordecai Ezekiel’ has clearly and graphically shown 
how it is possible to allow for measurable changes in the 
demand for a commodity, by using the deviations from the 
trend (of price, in his illustration). 

“This simple illustration shows that it is possible to make 
allowances for some types of changes in demand, so that it 
is not necessary to retain the assumption of an unchanging 
demand. Instead, all that need be assumed is that the posi- 
tion of the curve is changing in such a way that the change 
can be measured and eliminated. Then at least the shape of 
the curve, and its position at a specified time, or under specified 
conditions, may be inferred from the corrected data.” 

In a, very real sense, such a dynamic change, whose move- 
ment can be accurately measured, is not truly dynamic. A 
regular change which after a short period is predictable, is not 
in the fullest sense of the word dynamic: the law of change is 
a static law. Perhaps a better terminology would be to dis- 
tinguish between first-order and second-order dynamics: 
measurable, steady, predictable changes of the first order 
become, in the hands of the analytical student, substantially 
equivalent to static conditions. The position of a railway 
train at any moment can be as accurately stated if moving as 
if stationary, provided its path and speed be known — and 
even tho its speed vary, in case the nature of its variation be 
known. It is only second order dynamics — emergency stops 
of the train or unknown changes in its speed — which are to 
the statistician truly dynamic.*® 

6. From about 60 to over 80 pounds per annum in the United States 
since 1890. See Henry Schultz, op. cit., p. 79. 

7. ‘‘Statistical Analyses and the ‘Laws’ of Price.”’ Quarterly Journal 
of Economics, vol. 42 (1927-28), pp. 207-212. 

8. It is possible that three or even more ‘‘orders” of dynamic changes 
might profitably be identified and incorporated into economic terminol- 
ogy. I suggest the following: First order dynamic changes are those 
obeying a measurable and static law of change. Second order dynamics 
are those obeying a measurable changing (first order dynamic) law of 
change. (These two are statistically amenable to treatment as statics.) 
Third order dynamic changes might be considered as those following a 
known law, but to be interrupted by a predictable change of unknown 
nature. Truly capricious changes might be designated as fourth (or 
Nth?) order dynamics. 
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At any rate such first-order dynamic shifts in the demand 
curve do not invalidate the quest for a static law of demand, 
for we merely seek to study the functional relationship 
between quantity and price — the shape of the demand curve 
— rather than to fix its position. The demand — the func- 
tional relationship — may be static altho the consumption or 
the price (or both) of the commodity be subject to continual 
change. Now whether this hypothesis of a static shape of the 
demand curve accords with reality in a given study must, of 
course, be examined: as before, the closeness of the grouping 
of the points and the size of the coefficient of correlation 
furnish the test.® 

One of the common methods for eliminating these first- 
order dynamic changes is, as above noted, the use of ratios- 
to-trend, employed, among others, by Henry Schultz and 
Holbrook Working. It was suggested and described in 1910 
by W. M. Persons,' who mentions its use by J. P. Norton. 
The method is attacked by Philip G. Wright? by assuming a 
simplified case of a given demand curve cut at successive 
periods by a changing supply curve. In this case Wright 
showed that if deviations from the trend of either price or 
quantity were used, no scatter of points would result to define 
the demand curve, because all equilibrium points of the 
assumed curve would coincide with the trend — the curve 
was the trend. But Wright incorrectly represented the case 
in two respects: first, by taking an example of only five 
periods, where the successive supply positions varied in a 
regular manner, so the trend of necessity passed through 
every price equilibrium point. Secondly, the method was 
misrepresented by being applied to a case where there was 
no change in the demand: the trend-ratio technique is designed 
to allow for changes in the demand — shifts in the whole 

9. That such a situation is practically possible is, it seems to me, con- 
clusively proved by the excellent grouping of the points in the scatter- 
diagram obtained for potato demand by Holbrook Working. See his 
“‘The Statistical Determination of Demand Curves,” loc. cit., p. 511. 

1. ‘The Correlation of Economic Statistics,’ Publications of the 


American Statistical Association, vol. 12, pp. 317, 318. 
2. Op. cit., pp. 211-212. 
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demand curve. Ezekiel shows this clearly in the reference 
cited. 

A quite similar technique for accomplishing what is usually 
supposed to be the same purpose is the use of percentage 
changes of each period from the previous period, expressed 
either as positive or negative percentage changes, or as “‘link 
relatives”’ greater or less than 1 or 100 per cent. This method 
was used by Henry L. Moore in his pioneer work in this field,’ 
and by Schultz and others. Schultz found in the case of 
sugar‘ that the methods of trend-ratios and of link relatives 
yielded substantially identical results. 

But it appears to me that the two methods measure funda- 
mentally different phenomena, and might in some cases yield 
entirely different results. Professor Irving Fisher has pointed 
out the difference in the field of price movements and the 
business cycle — specifically, the volume of trade.’ The cor- 
relation of ratios-to-trends of prices and trade attempts to 
answer the question, do high prices stimulate trade and low 
prices depress it? On the other hand, if link relatives (or per- 
centage changes) of prices are correlated with similar changes 
in trade, the inquiry is, do rising prices stimulate, and falling 
prices depress trade? It is possible that in demand studies, 
in some cases rising prices, even tho they are low (below 
trend) are the significant phenomena to study, along with 
falling prices, instead of their level compared with their trend. 
This would appear to be the case in studying commodities 
subject principally to the dealers’ or speculators’ demand 
previously discussed. It is possible that entirely different 
results might be obtained from the same data by the use of 
trend-ratios and of link relatives, as is illustrated in Figure 1. 
The signs between the two curves show for each pair of links 
the nature of the movement relationship, direct (+) or 
inverse (—), while the signs below the lower curve show the 
nature of the relation between the positions of the pairs of 

3. Economic Cycles, Their Law and Cause,£Chapter IV, ‘‘The Law 
of Demand.” 

4. Henry Schultz, op. cit., Chapters II and III. 


5. ‘‘Our Unstable Dollar and the So-Called Business Cycle,’”’ Journal 
of the American Statistical Association, vol. 20 (1925), pp. 179-202. 
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points. The first measure will evidently yield a fairly high 
direct correlation, while the latter will show a high inverse 
relation. 
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Time Periods 
Figure 1. ILLUSTRATION OF THE DIFFERENCE BETWEEN 
THE CORRELATION OF LINK RELATIVES AND OF TREND-RATIOS 


It may be objected that in this case part of the difference 
is due to the ill fitting trends used, and this is partly true; 
but the principle remains, and trends cannot be sufficiently 
flexible to iron out the difference between price (or quantity) 
movements and positions relative to the trend. The two tech- 
niques measure different phenomena which may or may not 
be substantially similar. 

Another aspect of the matter of choosing between trend- 
ratios and link relatives needs to be considered, that of 
the distorting nature of percentage changes when these are 
measured from different bases. If a change in price takes 
place between 50 and 55 cents per unit upward, the change 
is 10 per cent; if downward, the change is only 9 per cent. 
(The distortion increases, of course, as the size of the change 
grows larger.) This means that if, for instance, potato 
demand is being studied over a period of years, years of 
bumper crop, scarcity crop, and normal crop succeeding one 
another in a given order, a result is secured by link-relative 
methods which is influenced partly by the chance order in 
which the crops are ordered by nature (assuming, as Holbrook 
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Working shows,* that variations in acreage are unimportant, 
as is also true in many grain crops). The particular order of 
the items does not, on the other hand, appreciably affect the 
trend-ratios. This distorting nature of link relatives is similar 
to the distinction between point elasticity and arc elasticity 
of demand curves which has been pointed out by several 
writers, and which is amply and clearly discussed by Schultz.’ 

This peculiarity of link relatives is harmful, of course, only 
in cases, as mentioned above, where demand should be con- 
sidered as a function of the level of prices. If demand reacts 
(as is probable in the case of dealers’ demand) to price 
changes, then link relatives properly measure such changes. 
The result of their use when unjustified by the nature of the 
problem is the introduction of an amount of artificial scatter 
in the distribution of the points (representing paired values 
of price and quantity) in the scatter-diagram, about the true 
demand curve. 

Still another peculiarity of link relatives demands atten- 
tion. It must be recognized that all of the statistical data 
employed in concrete demand studies are subject to a degree 
of error arising from a multiplicity of causes, some trivial, 
others important. Prices used are average prices, which 
imperfectly measure actual prices paid; quantities sold are 
based on figures (often involving elements of estimates) 
which are liable to an unknown degree of error. Now, when 
trend-ratios are computed, each such ratio is subject only to 
the error contained in the single figure for the given period. 
(Random errors are supposedly eliminated in the location of 
the trend, so the trend value is free from this error, altho 
other types of error may be introduced if the trend is ill fit- 
ting.) In the case of link relatives, however, both of the terms 
in each fraction are subject to random errors. These may 

6. ‘Factors Determining the Price of Potatoes in St. Paul and Min- 
neapolis,” The University of Minnesota Agricultural Experiment Station 
Technical Bulletin 10, p. 17. 

7. Op. cit., pp. 7-12. This distortion is avoided if, instead of using 
link relatives (p:/po, e.g.) logarithmic differences (log pi—log po) are 
employed, as suggested by Paul Douglas (on p. 259 of the Bulletin of 
the Taylor Society for 1930, hereafter cited). 
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cancel each other, but they are just as likely to be in opposite 
directions, and thus to result in a cumulative error, or rather 
an exaggerated error, in the link relative.* This property of 
link relatives adds to the scatter of the points about the 
demand curve. 

The actual effect of the use of link relatives, as contrasted 
with trend-ratios, is shown in the study by Schultz of the 
demand for sugar. In dealing with both unadjusted data 
and adjusted data (per capita consumption and real prices) 
Schultz found® that there was an appreciably closer grouping 
of trend-ratios around the line of relationship than in the 
case of link relatives. Probably in this case all three of the 
above factors operated in unknown proportion to cause the 
greater spread among link relatives; price-level-controlled 
demand, arc elasticity measurement, and combined random 
errors. 


IV 


Let us turn now to the next step in either the link-relative 
or trend-ratio method of studying demand. After the paired 
values of price and quantity are found and plotted on a 
scatter-diagram, a decision must be reached concerning the 
type of curve to be fitted. The usual criteria of curve-fitting 
apply in this case — use the type of curve which, within rea- 
sonable limits of complexity, gives the “‘best fit.”” But one of 
the criteria, the logical implications of the type of curve 
selected, needs closer attention. 

The usual purpose of these demand studies is, in addition 

8. The same considerations apply to the use of link relatives and first 
differences in the estimation of normal seasonal variation, contrasted, 
for instance, with the trend-ratio and moving average methods. So far 
as I am aware, this consideration has not heretofore been pointed out. 
In the case of seasonal variation the matter is complicated by the possi- 
ble presence in the time series of episodic fluctuations (occupying two or 
more months) in addition to random and irregular movements. If the 
former exceed the latter in importance, link relatives and first differ- 
ences are subject to less error than trend- or moving-average-ratios, 
because link relatives are not distorted by an episodic movement except 


at its beginning and end. 
9. Op. cit., pp. 37, 59, 73, and 83. Schultz noted the higher correla- 


tion (as evidence of less scatter) on p. 85. 
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to finding the demand curve, to study the measure of the 
elasticity of demand — the extent to which quantity changes 
in response to a given change in the price. The elasticity of 
demand is more accurately defined, following Marshall, as 


n -< | ~ , or the ratio of the relative change in quantity 
(x) to the relative change in price (y). The elasticity is not 
accurately measured by the slope (relative to the y-axis) of 
the curve on the ordinary arithmetic scale, as often carelessly 
interpreted by economists. To have this simple geometric 
meaning, the curve must be drawn on a double logarithmic 
scale. This is clearly shown by the corresponding expression 
for the elasticity of demand, 7 = &  , digs . 
x} y  dlogy 

Now the bearing of this analysis on the choice of curves 
may be illustrated from the work of Schultz. 

“ At this point [after plotting the scatter diagram] two ques- 
tions or difficulties present themselves. First, what function 
shall be fitted to the data? . . . The first difficulty does not 
arise at all when the regression is linear, for the use of the 
straight line is then clearly indicated.’ 

But, as will presently be seen, it may not be unmistakably 
clear from the data whether they tend to lie along a straight 
line arithmetically or geometrically — on a natural scale or 
on a double logarithmic scale. What are the implications 
of each? 

If a straight line be fitted to the scatter-diagram as plotted 
on double logarithmic scale (equivalent to using the loga- 
rithms of the data in fitting a linear equation), it will give a 
constant elasticity of demand for all prices—a constant 
slope to the line. The equivalent curve on a natural or arith- 
metic scale is a right hyperbola asymptotic to the two axes, 





whose equation is y =", If, on the other hand, a straight line 
zx 


be fitted to the data on an arithmetic scale, it will yield the 
1. Op. cit., pp. 55-56. 
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result that at high prices the elasticity of demand is higher, 
and at low prices lower, than at normal or intermediate 
prices.” 

Now, if the data as plotted on either set of scales clearly 
indicate a straight line relation, or a given type of curve, 
then it is obvious that the choice is clear, and the elasticity of 
demand at different prices can be determined with confidence. 
But it must often happen that in the study of the demand for 
a given commodity the scatter-diagram will leave some doubt 
as to the nature of the relationship. Clearly, in this case a 
straight line is to be used in the absence of a clear indication 
of a curvilinear relation.* But if the choice of a curved line 
is not clearly indicated, should a straight line be fitted to the 
data themselves, or to their logarithms? It might at first 
appear the simpler hypothesis to assume a straight line on a 
natural scale. But this implies varying elasticities at dif- 
ferent prices. The simpler hypothesis really is, then, a con- 
stant elasticity; and this would require the use of a straight 
line fitted to the logarithms of price and quantity. 

A case in point is the practice of Schultz in his well-known 
study of the demand for sugar. In the four cases studied (link 
relatives and trend-ratios for both adjusted and unadjusted 
price and quantity data) the scatter of the items was so great 
within the rather small range of the data (approximately 90 
to 110 per cent of normal quantity, and 85 to 115 per cent 

2. This is because, just as a negatively inclined double-logarithmic 
straight line is equivalent to a concave-upward curve on natural scale, 
so an arithmetic negatively-sloped straight line yields a concave-down- 
ward curve on double logarithmic scale, and this means the slope (meas- 
ured against price, the y-axis) is greater at high prices than at low: the 
elasticity higher. See Figure 2, below. 

3. Moore has formulated (op. cit., Chapter IV) three types of equa- 
tions to describe the “‘ typical equation for the demand curve,” by assum- 
ing that at various prices the elasticity of demand (1) is constant, (2) 
varies as a linear function of the price, or (3) varies as a quadratic func- 
tion of the price. It is obvious that any number of ‘‘typical’’ equations 
of demand could thus be specified. Moore refers to the first one as “‘the 
law of demand in its simplest form” (a straight line on double logarith- 
mic scale), and to the latter as the law of demand ‘‘in a more complex 
form.” I question the advisability of applying the term ‘‘typical’’ to 
any such particular form (and especially to all of them) unless and until 
it be demonstrated that it is really typical of many commodities. 
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of normal price) that there was no evidence of any but a 
straight-line relationship between price and quantity. There 
is likewise no noticeable difference between the scatter on 
arithmetic and on logarithmic scales, due to the narrow limits 
of the data. But apparently without testing for linearity on 
a double logarithmic scale, Schultz used a linear equation for 
the natural values. Figure 2 shows the scatter-diagram? of 
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Per Capita Consumption Ratios 
Fieure 2. Tue Dovusie LoGariTHMic 
“Law oF DEMAND” FoR SuGAR‘ 


Schultz’s real price and per capita trend-ratios, on a double 
logarithmic scale. A straight-line trend is shown (fitted by 
eye), and, for comparison, the curved line corresponding to 
Schultz’s natural-scale straight line. It appears to me that 
both lines give equally good fits, and that for the reasons 
given above the straight line should be used, which gives a 
constant elasticity of demand at all prices. Schultz makes 
the statement, 

“From this curve it is clear that the elasticity of demand for 
sugar is higher (in absolute value) for low consumption (or 
high prices) than it is for high consumption (or low prices). 
For example, when . . . the per capita consumption of sugar 


4. Data from Schultz, op. cit., p. 216. This chart, on a natural scale, 
is shown on p. 83 of that work. 
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for any year is ‘normal,’ .. . then 7=-.47 ... When con- 
sumption for any year is 10 per cent above ‘normal,’ then 
7 =-0.33 ... When consumption for any year is 10 per cent 
below ‘normal,’ . . . then y= —0.63.’ It is my conviction 
that these conclusions are unjustified by the evidence pre- 
sented. Varying elasticities of demand at different prices 
(or consumption levels) were implicit in the type of curve 
selected to be fitted to the data. The statement that the 
elasticity of demand is approximately —0.47 at all ordinary 
ranges of price and consumption, has just as good evidence 
in its support, and, being based on a simpler hypothesis, 
must be accepted. 

A word of warning should perhaps be inserted concerning 
the significance of Schultz’s “laws of demand for individual 
years.”’ Mrs. Gilboy confesses,’ ‘‘The meaning of the Schultz 
measure of shifting is not at all clear to me. Technically, 
of course, it is easy to substitute the actual item for the year 
in the general equation in terms of trend ratios or link rela- 
tives. But what is this ‘absolute’ curve for each year that 
results? What is its relation to the general curve for the 
period? What determines the difference in slope of these 
‘absolute’ curves?” Schultz is clear in one respect — in, his 
explanation® that, whereas the original fitted curve gave the 
“law of demand in the ratio form, . . . a simple transformation 

5. Op. cit., pp. 88-90. 

6. I do not mean to exaggerate the importance of this qualification 
of Schultz’s excellent study. Schultz himself puts little emphasis on the 
varying elasticity at different levels of price; but others, using his work, 
might stress the importance of this questionable conclusion. In his later 
study, The Meaning of Statistical Demand Curves (privately printed), 
Schultz does experiment with fitting a constant-elasticity curve to these 
data (p. 80ff.) and finds practically identical goodness of fit — a standard 
error of estimate of 2.85% against an average of 2.55% for three levels 
of the arithmetic straight line. If the two extreme years (p. 73) were 
ignored, the constant-elasticity curve would give an even better fit. 
In this later study Schultz has built up a more elaborate description of 
differing elasticities as the curve ‘‘shifts over time”’: elasticities varying 
from —.25 to —.72 (pp. 79, 80). I insist that the evidence supporting 
varying elasticities is quite insufficient. 

7. Gilboy, ‘‘The Leontief and Schultz Methods of Deriving ‘Demand’ 


Curves,”’ Quarterly Journal of Economics, vol. 45 (1931), pp. 254-55. 
8. For instance, op. cit., pp. 85-87. 
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makes it possible to derive the law of demand for any one 
year in terms of absolute quantities,” that is, in cents per 
pound and pounds per capita rather than in per cent of 
normal (or trend) price and consumption. The true signifi- 
cance of the shifts and change in the slope of the successive 
yearly demand lines is, however, obscure. Schultz states 
“They provide a quantitative measure of the degree to which 
the ‘demand schedule’ has shifted from year to year as a 
result of dynamic changes.” But it must be understood that 
the sole dynamic changes here reflected are those “first order”’ 
dynamic changes for which allowance was made, namely, 
the upward trend of real prices, and the upward trend of per 
capita consumption. Furthermore, it must be emphasized 
that the demand curve is merely shifted from year to year, 
and a new or dynamic demand curve in the sense of a dif- 
ferent elasticity at any point on the curve, is never obtained. 
The changes in the slope of the demand curve are caused 
solely by the fact that on an arithmetic scale the same elas- 
ticity will be shown by a different slope at every point on the 
chart. If the successive yearly demand curves were shown on 
double logarithmic scale, they would appear as parallel lines. 
Taken in this restricted sense, the treatment of Schultz is 
accurate; but the general statement above quoted seems to 
mean more than it really does, unless carefully interpreted. 
The meaning of the curves would be clearer in Mrs. Gilboy’s 
charts® if their lengths were restricted to the limits within 
which they are really applicable— the limits of the data from 
which they were constructed (roughly between 85 per cent 
and 115 per cent of “normal’’), instead of extending them 
to the zero price and quantity limits. 


Vv 


One matter connected with the scatter-diagram analysis of 
demand was mentioned earlier, the influence of which on the 
9. For instance, op. cit., p. 240. Schultz has more recently adopted a 
still better method of graphic representation, a three-dimensional graph 
in which the demand curve traces out, over time, a surface. See The 
Meaning of Statistical Demand Curves, pp. 56, 76, e.g. See also his 
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validity of the resulting curve needs consideration. Wright,' 
E. J. Working? and Mrs. Gilboy* have noted the important 
qualification that if the shifts in the demand curve are at all 
correlated with changes in the supply, then the equilibrium 
points in the scatter-diagram trace out a curve having no 
relation to the demand curve as above defined. As remarked 
by Working, the curve thus obtained has a definite meaning, 
and may be more valuable than either the true demand or 
supply curve for certain purposes, such as price forecasting; 
but it is clearly not a demand (or supply) curve. 

It would appear that we might expect this type of relation- 
ship — where shifts in demand are correlated with changes 
in supply —to hold in the case of goods subject to the 
‘dealers’ demand” or “speculators’ demand’’ previously 
referred to. Speculators’ demand would appear to vary 
inversely with the supply of the good. On the other hand, in 
the case of producers’ goods, where both demand and supply 
conditions are governed mainly by the phases of the business 
cycle, a positive correlation would be expected to exist 
between demand and supply shifts. It was obviously a curve 


“The Shifting Demand for Selected Agricultural Commodities, 1875- 
1929,” loc. cit. 

1. Op. cit., p. 213. 

2. Op. cit., pp. 225-227. 

3. Op. cit., pp. 608-614. 

4. Great care and discretion must be exercised in dealing with the 
concept of the demand for producers’ goods, as demand has been de- 
fined. In the case of many of the more important raw materials and 
producers’ goods produced in integrated industries (pig iron, blister 
copper, bauxite, e.g.) there exists no wide market to set a price on the 
commodity. The prices of certain other producers’ commodities (sul- 
phur, rayon, tin, aluminum) are controlled under quasi-monopolistic 
conditions so that, even tho a demand function may exist (purchasers 
may have price-quantity formulations of their own), it is not amenable 
to measurement by methods known at present. When the price of a 
commodity is ‘‘pegged”’ at one level for extremely long periods, a de- 
mand curve is not exhibited by fluctuations in the quantities sold. Even 
where an open and competitive market exists, the quantities of many 
producers’ goods saleable (virgin rubber, steel, coal, manganese) depend 
to only a slight extent on the price, and are related to a large degree to 
other factors, such as the state of industrial activity. In all of these 
cases there is probably little justification for applying the concept of 
demand as the relation between price and quantity saleable. 
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of this type which was obtained by Moore in his pioneering 
study on pig iron,® instead of a “positively inclined demand 
curve’”’ which he believed to upset orthodox economic theory. 
I know of no empirical test for examining the possibility of 
the existence of such a condition: a careful consideration of 
the probable market behavior of the commodity should warn 
one of the possible presence of such correlated changes. It is 
clear that the scatter-diagram method falls down in this case 
in yielding a true demand curve. Is there no possibility of 
deriving the true demand curve in the case of such a com- 
modity? 

A new and radically different method recently described 
by Pigou‘ is of interest in this connection. Altho the fact is 
overlooked by its author, I have shown’ that the Pigou 
method is unique in that it will, at least theoretically, yield 
the true demand curve even when shifts in demand and 
supply are (imperfectly) correlated. There are serious doubts 
as to the degree of reliability with which the coefficient of 
elasticity of demand may be determined in practice, because 
of the assumptions underlying the method; but no other 
method yet devised will even theoretically meet the situation 
where demand and supply shifts are correlated. Pigou’s 
method also has the advantage over the scatter-diagram 
method that trend fitting is dispensed with. This is significant 
especially in the case of those commodities whose consump- 
tion and/or prices have been subject to irregular movements 
— where a decision as to the true nature of the trends is 
doubtful or impossible. 

A second new method of determining the elasticity of 
demand has recently been described by Paul H. Douglas.*® 
The method is unique principally in two respects. In the 

5. Op. cit., pp. 110-116, ‘‘A New Type of Demand Curve.” 

6. A. C. Pigou, ‘‘The Statistical Derivation of Demand Curves,” 
Economic Journal, vol. 40 (1930), pp. 384-400. 

7. ‘“‘Notes on Pigou’s Method of Deriving Demand Curves,”’ Eco- 
nomic Journal, vol. 42 (1932), pp. 17-26. 

8. ‘“‘Technological Unemployment: Measurement of Elasticity of 


Demand as a Basis for Prediction of Labor Displacement.” Bulletin of 
the Taylor Society, vol. 15 (1930), pp. 254-261. 
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first place, in addition to the usual preliminary refinement of 
the price data by deflation, the quantity data are also 
“deflated” by relating them to the total production of all 
commodities, or rather an index of the national income, to 
include services. This step appears to be logical in view of 
the author’s interest in the study of technological unem- 
ployment; but the result is clearly not the classical elasticity 
of demand. Douglas would agree with this viewpoint, since 
he constantly refers to his results as elasticities of demand 
(or their reciprocals, flexibilities of price) through time, which 
he conceives as an amendment or extension of the static 
concept. In the second place, Douglas’ method, as developed, 
discards the scatter-diagram and the demand curve itself, 
altho the possible use of these tools is mentioned. The basic 
method is the use of link relatives, or rather percentage 
changes (plus or minus) from one period to the next, and the 
calculation of the elasticity of demand (or flexibility of price) 
through time for each individual year. The median of the 
negative elasticities is suggested as the measure to be accepted. 

In the article cited, Douglas properly stressed the practical 
aspects of the concept of flexibility of price, rather than 
justifying theoretically the method he proposed for measur- 
ing it. This is not the place for a detailed criticism of the 
method, but any advantages it may possess over other 
accepted methods are not obvious, and it appears to have 
certain peculiar weaknesses which seem to place a large dis- 
count on the reliability of its results. 

A similar judgment appears from criticisms by Mrs. Gil- 
boy® and Schultz' to apply also to the method recently 
described by Leontief.2 Leontief’s method is a new mathe- 
matical technique of doubtful applicability, resting on dubi- 


9. Op. cit., pp. 218-261. 

1. The Meaning of Statistical Demand Curves, privately printed. 
This is the English version of ‘‘Der Sinn der statistischen Nachfrage- 
kurven,” in Veréffentlichungen der Frankfurter Gesellschaft fiir Kon- 
junkturforschung. 

2. Wassily Leontief, ‘‘EKin Versuch zur statistischen Analyse von 
Angebot und Nachfrage,”’ Weltwirtschaftliches Archiv, Band 30 (II) 
(1929), pp. 1-48. 
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ous assumptions, and yields results characterized by Schultz 
as “numerical accidents.”” The method does not appear to 
possess any important advantages over the scatter-diagram 
or correlation method for the determination of demand 
curves: the shifts of the demand and supply curves are 
assumed to be entirely uncorrelated. On the other hand the 
method is inferior in that constant-elasticity demand curves 
(straight lines on double logarithmic scales) are assumed: 
there is no opportunity for examining for the possibility of 
varying elasticities at different price levels. 

Leontief has performed a service in calling attention fore- 
ibly to the probability of different “levels” of elasticity 
according to the unit time periods considered. If monthly 
prices and quantities are considered, for instance, quite 
different results may be expected than if annual data are 
employed. Pigou also has given, in the article noted, a valu- 
able consideration of the preliminary examination of the data 
and their meaning. 

The most recent contribution to the study of demand 
elasticities is that of Mrs. Gilboy in the August issue of this 
Journal, on milk and butter. The principal contribution of 
this article to the methodology of demand study is the sepa- 
rate study of each year’s monthly data, so that annual shifts 
in the demand curves may be objectively studied, uninflu- 
enced by any assumptions implicit in the method (as pre- 
viously discussed). True “‘second order” dynamic changes 
will thus be disclosed. In using monthly data it is especially 
necessary to scrutinize the data carefully after plotting to 
be sure that an annual scatter-diagram really exhibits elas- 
ticity of demand (i.e., the relationship between price and 
quantity, other things being equal) rather than merely the 
fortuitous relationship between seasonal supply changes and 
demand changes due to seasonal substitutions. Mrs. Gilboy 
has recognized this (in the third from the last paragraph) and 

3. Gilboy, ‘Studies in Demand: Milk and Butter,’ this Journal, 
vol. 46, No. 4, pp. 671-697. I am indebted to Mrs. Gilboy and to the 
editor of the Quarterly Journal for their kindness and courtesy in allow- 


ing me to have a copy of the galley proofs of this article so that it might 
be included in these criticisms. 
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found evidence in the changing position of an individual 
month in the scatter-diagrams for successive years, that the 
significant relation for butter is actually between price 
and quantity. 

Finally we must consider the bearing of the multiple and 
partial correlation technique for demand curve derivation on 
the dynamic or static character of the results. The method is 
basically related to the scatter-diagram or simple correlation 
method, but with refinements which are of extreme theo- 
retical and practical importance. In none of the methods 
thus far considered has the fundamental condition of the 
classical definition of static demand curves been realized — 
that all other things remain unchanged. This requirement has 
been approached in some measure by the adjustments which 
have been made on the data before being correlated, such as 
deflating the prices, using per capita quantities, and remov- 
ing the trends of prices and quantities. But nowhere has 
allowance been made for price changes in other related com- 
modities. It is this potentiality of partial correlation which 
makes it so powerful in the present application. 

The method of partial correlation needs no explanation: 
one illustration may suffice to show its application. An 
excellent examnle is the study of Mordecai Ezekiel on “ Fac- 
tors Related to Lamb Prices,’’* where the following variables 
were considered: 

“Time ’’— the number of the successive months, 
Dressed lamb, per capita consumption per month, 
Hog prices, corrected by wholesale price index, 
Steer prices, corrected by wholesale price index, 
Veal prices, corrected by wholesale price index, 
Harvard Price Index of the Business Cycle, 
Snyder’s Index of the General Price Level, 
Months of the Year, 1 to 12 (seasonal variation), 
Price of round dressed lamb (not deflated). 

Of course it is evident that even here “all other things” 
are not equal. It is just as evident, however, that most of the 
important “other things” are considered, and, by partial 


4. Journal of Political Economy, vol. 35 (1927), pp. 233-260. 
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correlation, “held constant.”’ Especially noteworthy is the 
inclusion of the prices of the related commodities, hogs, steers, 
and veal. The multiple coefficient of correlation in this case 
was found to be .969, which is exceedingly high. The partial 
coefficient between slaughter and adjusted prices was —.86, 
as compared with the simple (gross) correlation of —.73. 

Now it is evident that caution must be used in the employ- 
ment of this technique, to guard against spurious correlation: 
the data must be sufficiently numerous to justify the use of 
so many variables. But with these limitations, and those 
associated with the very fact of averaging — obtaining a 
single demand curve for a period of significant length — it 
would seem that the partial correlation method would yield 
substantially the classical static demand curve of economic 
theory. 

It must again be emphasized, however, that the same type 
of analysis is involved in the simple correlation scatter- 
diagram method, when adjustment is first made for certain 
factors. In fact this simpler method has much to be said in 
its favor. The exact nature and effect of each factor may be 
more readily seen and understood when it is separately con- 
sidered and allowed for. In the case of trend fitting, a better 
selection can usually be made than by the multiple correla- 
tion process, which ordinarily assumes only straight-line 
trends to all variables.’ (It should be noted that the inclusion 
of a variable called “time,” so far from making the study 
dynamic, merely allows for this straight-line trend of each 
variable.) It seems impractical, however, to attempt to 
allow for price variations of related articles except by the 
multiple correlation analysis. An excellent example of the 
simpler method is given in Holbrook Working’s ‘Factors 
Affecting the Price of Minnesota Potatoes,’’® where he shows 
in simple language and charts the step-by-step elimination of 

5. Unless, that is, curvilinear multiple correlation is employed, in 
which case the technique is much more complex. 


6. Technical Bulletin No. 29, University of Minnesota Agricultural 
Experiment Station, October, 1925. 
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numerous factors, until a simple relationship is shown between 
quantity and price. 

It should be noted that it is improbable that the demand 
curves for all commodities may be ascertained by the methods 
here discussed or now in use. The limitations are principally 
of three types: (1) unknown variables and dynamic changes 
in the period studied may preclude the obtaining of a reliable 
scatter-diagram (or average elasticity, or other comparable 
measure) ; (2) certain commodities may not fit into the theo- 
retical framework of any of the methods at present known; 
and (3) certain commodities probably do not have demand 
curves, i.e., the relation between price and quantity may not 
be a significant or meaningful relation. This, in fact, appears 
to be one of the most valuable products of the statistical 
approach: if a study of ‘‘demand”’ is not fruitful, students are 
led to a search for more meaningful and useful relations — to 
expand the laws of demand and broaden the field of economic 
theory. 


CONCLUSIONS 


1. There is nothing in the neo-classical concept of a static 
demand curve which inherently precludes its statistical 
determination for many commodities, when the implications 
of the term “‘static’”’ and the true nature of a demand curve 
are correctly understood. 

2. We must distinguish the neo-classical concept of (con- 
sumers’) demand, as the functional relationship between unit 
prices and quantities saleable (on a given market, in a given 
period, other things being equal), from another type of (specu- 
lators’) demand, which describes the functional relationship 
between expected price changes (indicated by past price 
changes) and quantities saleable. Still other more complex 
relationships may conceivably exist, the knowledge of which 
would be valuable as well as interesting. 

3. Schultz’s curves (and those of Working, Ezekiel, and 
others using the same technique), notwithstanding his own 
hesitancy in so stating, are essentially such static demand 
curves of orthodox theory — except perhaps insofar as other 
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prices are not consciously held constant but are assumed to 
be uncorrelated and “averaged out.” Partial correlation 
methods remove even this limitation. The resulting curves 
are not dynamic demand curves in any true sense of the term. 
“Dynamic” curves, such as Moore’s curve for pig iron, are 
not demand curves as commonly defined. 

4. Like most statistical results, especially in the field of 
the social sciences, these curves must be regarded as only 
approximately representing the true demand. The results 
are subject to the qualifications inherent in all statistical 
averages. These qualifications suggest, not the abandonment 
of the factual study of demand, but the necessity of measur- 
ing and describing the degree of reliability in every case. 
Furthermore, as in all statistical work, the validity of the 
results depends largely, not only on the soundness of the 
methods used, but also on the skill and judgment of the stat- 
istician in charge. Statistical methods are rarely independent 
of personalities. 


Wirts F. Frercer. 
University oF NortH CAROLINA 








THE BRITISH WHEAT ACT, 1932 


SUMMARY 


I. The aim of the Act, 63.— Two corporations set up, 63.— The 
fixing of the ascertained average price, 65.— The ascertained supply or 
quota, 66.— The standard price, 67.— Wheat certificates to be issued, 
67.— Quota payments, 67.— Imported flour and quota payments, 
68.— The Wheat Commission and the Wheat Fund, 68.— II. Criti- 
cism of details; growers will receive the subsidy in a circuitous manner, 
69.— Regressive nature of the tax upon consumers, 69.— Compulsory 
purchase of wheat by Flour Millers’ Corporation, 70.— Likely to be 
very favorable to growers, 71.— III. The Act examined as an expres- 
sion of policy, 72.— Wheat no longer a pivotal crop in Britain, 72.— 
Wheat-growing and employment, 73.— Encouragement of wheat- 
growing likely to discourage specialization on other crops, 75.— State 
aid to British agriculture should be general, 76.— The State should look 
to the future, not to the past, 76. 


During the last forty years State measures in aid of British 
agriculturists have consisted in giving security of tenure and 
compensation for improvements to tenant farmers; granting 
relief from the burden of local rates; easing the pressure of the 
income tax by giving special assessment privileges not enjoyed 
by any other section of the community ; prohibiting the impor- 
tation of live cattle from Europe; and subsidizing the produc- 
tion of beet sugar. This piecemeal and indirect protection of 
agriculture is carried a step further in the Wheat Act of 1932. 


I 


The new Wheat Act seeks “to secure to growers of home- 
grown millable wheat a standard price and a market therefor; 
to make provision for imposing on millers and importers of 
flour obligations to make payments calculated by reference 
to a quota of such wheat and as to the disposal of the moneys 
thereby received; and to provide for such millers being re- 
quired to purchase unsold stocks of such wheat; .. .””! Two 
corporations are set up under the Act — the Wheat Commis- 
sion and the Flour Millers’ Corporation. The former consists 

1. 22 and 23 Geo. 5, c. 24, Preamble. 
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of a chairman, a vice-chairman and seventeen other persons 
appointed by the Minister.2 The only paid members are the 
chairman and the vice-chairman. Of the seventeen unpaid 
members, five are to represent the interests of the growers of 
British millable wheat; three are to represent the interests of 
the flour millers; and one (who has the right to appoint a 
deputy to act in his absence) is to represent the importers of 
flour. Three more are to represent the interests of dealers in 
home-grown millable wheat, and the remaining five are to 
represent the flour consumers, including, of course, the bakers, 
who are to have at least one representative among the five 
consumers’ representatives. The Minister must consult the 
Board of Trade before appointing any of the flour consumers’ 
representatives, other than the bakers’ representative. Be- 
fore appointing any persons to represent the bakers, growers, 
millers, importers and dealers, the Minister must “consult 
such bodies as, in his opinion, represent that class.”” Nine 
persons will constitute the Commission’s quorum. The Min- 
ister is to lay down the conditions under which members are 
to hold and vacate office, but the Act provides that 
“No contract to which the Commission is a party shall be 
avoided by reason only that a member of the Commission is 
also a party thereto or is interested therein, and a member of 
the Commission who is a party to, or interested in, such a 
contract shall not by reason only that he is a member of the 
Commission, be liable to account to the Commission for any 
profit realized by him by reason of the contract, but a mem- 
ber of the Commission must forthwith disclose to the Com- 
mission any interest which he has or acquires in any contract 
concluded or proposed to be concluded by the Commission, 
and shall not vote upon any question relating to the contract, 
and if he votes, his vote shall not be counted.” 
A similar provision applies to the Flour Millers’ Corporation, 
2. All orders prescribing the ascertained average price of home-grown 
millable wheat, its “anticipated supply,” and the amount or cessation 
of quota payments will be made by the Minister of Agriculture and 
Fisheries. All other references to “‘the Minister’? mean the Minister of 


Agriculture and Fisheries and the Secretaries of State concerned with 
agriculture in Scotland and Northern Ireland, acting jointly. 
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except that the vote of an interested member will not be 
counted only “if the chairman so directs.”” This Corporation 
consists of a chairman and four other persons to be appointed 
in the first instance by the Minister after consultation with 
such bodies as he considers to be representative of the inter- 
ests of millers. The quorum is three members. Subject to the 
approval of the Minister, the Flour Millers’ Corporation 
must (1) make immediate arrangements for the registration 
of all millers of flour who may make application to be so 
registered, and for the keeping of an up-to-date register in the 
future: (2) prepare a scheme providing for the election of the 
members of the corporation by registered millers, and “mak- 
ing provision as to the number of such members and as to the 
functions of the Corporation.” After considering the draft 
scheme and any objections thereto, the Minister is to make 
an Order to give effect to it, with or without modifications 
made by him. Any such scheme may be superseded by a sub- 
sequent scheme prepared and approved in a similar way. 
The Act provides that as soon as possible after the end of 
the “cereal year” August 1, 1932-July 31, 1933, and after the 
end of every succeeding cereal year, the Minister shall con- 
sult with the Wheat Commission and prescribe by Order “the 
price which he determines to have been the average price 
obtained by registered growers throughout the United King- 
dom for home-grown millable wheat* of their own growing, 
sold by them in that year.” (Sec. 2 (1)) This is to be known 
as the ascertained average price, and the primary aim of the 
Act is to assist registered British growers of millable wheat to 
the extent of the difference between this price and a prescribed 
“standard price,” in every year in which the latter exceeds 
the ascertained average price. But certain limits are set to 
the quantity of home-grown millable wheat upon which this 
difference or “price deficit,” as it is called, can be claimed. 
As soon as possible after the beginning of every cereal year, 
the Minister, after consultation with the Wheat Commission, 
3. The Minister is empowered to make regulations prescribing the 


standard to which British wheat must conform in order to be deemed 
“‘millable”’ within the meaning of the Wheat Act. 
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must determine and prescribe by Order “the quantity of 
home-grown millable wheat of their own growing”’ which he 
anticipates that registered growers will sell during that year, 
assuming that 714 per cent of the home-grown millable wheat 
will be retained for seed by the growers. The quantity fixed 
by the Minister is to be called the “anticipated supply”’ for 
the cereal year to which the Order applies, and it may be 
revised by a subsequent Order if the new Order is made before 
the end of January in the cereal year to which it applies. 
Moreover, under no circumstances may the anticipated 
supply be fixed at more than 27 million cwts. (=45 million 
bushels). 

The setting of these limits and the probability that wheat- 
growing in Britain will increase as a result of the Act, made it 
necessary to provide for a situation in which the quantity of 
home-grown millable wheat grown by registered growers 
exceeds the anticipated supply or quota for a given cereal 
year. If and when this occurs, each registered grower will be 
entitled to a payment calculated not upon the number of 
hundredweights of millable wheat actually grown and sold 
by him, but upon a smailer quantity to be determined by 
multiplying his actual sales by a fraction representing the 
ratio of the anticipated supply to the quantity of home-grown 
millable wheat actually sold by registered growers in the 
cereal year. Thus, if we let 

p=the standard price. 

a=the ascertained average price. 

q=the quantity of home-grown millable wheat actually 
sold by all registered growers. 

s=the anticipated supply. 

w =the number of hundredweights of millable wheat of his 
own growing (not harvested before 1932), sold by a 
registered grower in any cereal year. 

d=the deduction made by the Wheat Commission for 
administrative expenses (Sec. 10 (6)). 

then (1) in any cereal year in which the quantity of home- 
grown millable wheat grown by registered growers does not 
exceed the anticipated supply, any registered grower is 
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entitled to receive a sum equal to w(p—a)—d. But (2) in 
any cereal year in which the quantity of home-grown millable 
wheat exceeds the anticipated supply, a registered grower 


ws 
will receive a sum equal ~ (p—a)—d. 


The standard price fixed by the Act to remain in force at 
least until July 31, 1935, is 10s. per hundredweight.* By 
March 1, 1935, at latest, the Minister must appoint a com- 
mittee of three persons to consider general economic condi- 
tions and the conditions affecting the agricultural industry, 
and to report upon the desirability of altering the standard 
price on or after August 1, 1935. Alterations of the standard 
price so recommended can be made only by provisional order 
and cannot be effective until confirmed by Parliament. 

Under the Wheat Commission’s by-laws wheat certificates 
are to be issued in respect of wheat sold by any registered 
grower. These documents will certify that the wheat referred 
to was millable and home-grown by the registered grower; 
that it was sold by the latter on the date entered on the cer- 
tificate and despatched to, or to the order of, a consignee 
whose name and address must be entered, together with the 
date of despatch, upon the certificate. These documents, of 
course, will vouch each grower’s claim to his share of the sub- 
sidy. Improper use of wheat certificates or other documents 
issued under the Act; or contravention of, or failure to comply 
with, the Commission’s by-laws; or knowingly making a false 
statement or withholding any material information, renders 
the offenders liable to heavy fines or imprisonment, or both. 
The Forgery Act, 1913, applies to the forgery of wheat 
certificates or other documents issued under the Wheat Act. 

The funds necessary to pay the aggregate deficiency pay- 
ments to registered growers will be raised by a tax, to be 
called a “quota payment,” calculated and prescribed by, and 
payable to, the Wheat Commission, by millers and flour 
importers upon every hundredweight of their outputs of 
flour, except meal delivered for use, without further manu- 


4. I.e. $1.23 per bushel at gold par; about 93 cents per bushel with 
exchange at $3.60 to the pound. 
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facture, as “animal or poultry food.” From June 19, 1932, 
the quota payment has been fixed at 10.8d. per hundred- 
weight of flour, which is equal to 2s. 3d. per sack of 280 pounds. 
It is intended that the ratio between the quota payment per 
hundredweight and the estimated price deficit shall be as 
nearly as possible the same as that between the number of 
hundredweights in the anticipated supply of home-grown 
millable wheat and the number of hundredweights in the 
estimated total supply of flour: so that:— Estimated price 
deficit < anticipated supply of wheat (in hundredweights) 
should equal Quota payment X estimated total supply of 
flour (in hundredweights). The supply of flour for any year 
is that part of the output of millers and flour importers which 
will, in the Minister’s opinion, be delivered and retained for 
consumption or use in the United Kingdom. 

Imported flour is to be “entered” as tho it is a dutiable 
commodity, and it will be released by the Customs officers 
only upon production of an official receipt for the proper 
amount of quota payments. Quota payments will be refunded 
upon any flour subsequently exported or shipped as stores, 
and upon bread so exported or shipped, reckoning 376 pounds 
of bread as the equivalent of 280 pounds of flour. 

The Wheat Commission is to have under its control a 
“Wheat Fund” into which its income, mainly consisting of 
quota payments, will be paid, and from which it will disburse 
the deficiency payments to registered growers, and its admin- 
istrative and other expenses, and all the administrative ex- 
penses of the Flour Millers’ Corporation, except those incurred 
in connection with the compulsory purchase and disposal of 
stocks of wheat under an Order made by the Minister (Sec. 
10). The accounts of the Wheat Fund are subject to audit by 
the Comptroller and Auditor General, whose report must be 
laid before Parliament. There is also to be a “ Millers’ Quota 
Fund” under the control of the Flour Millers’ Corporation, 
to be audited annually by an auditor approved by the Min- 
ister. The fund will show quota payments passing from the 
millers to the Wheat Commission, sums borrowed by the 
Flour Millers’ Corporation in order to buy wheat, and all 
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administrative expenses paid out by the Corporation, or 
recovered from the Wheat Commission. Any profits or losses 
shown by these accounts are to be distributed to, or recovered 
from, millers, according to the proportion which each miller’s 
output of flour in the cereal year to which the accounts relate 
bears to the total output of flour of all millers. 
Section 17 of the Wheat Act provides that 

“Tf at any time a Board is established under the Agricultural 
Marketing Act, 1931, for the purpose of regulating the market- 
ing of home-grown wheat, and the Minister, after consultation 
with the Wheat Commission, is of opinion that any functions 
of that Commission with respect to registered growers should, 
in relation to Great Britain or any part thereof, be transferred 
to that Board, he may by order so transfer those functions.” 


II 


From this summary of the Act it will be seen that the 
registered wheat growers will receive their subsidy in a very 
circuitous manner, via the bakers, the millers and the Flour 
Millers’ Corporation, the corn merchants and the Wheat 
Commission. There is every chance that the cost and burden 
of the subsidy upon the community will be increased unduly 
by this excessive indirectness. Moreover, the shifting of the 
incidence of the quota payments to the final consumers of 
bread, cakes, and the like, will mean that we shall have a 
regressive tax from which even the poorest persons will not 
be exempt: a tax not fixed and levied directly by Parliament, 
but levied indirectly through the Wheat Commission and 
determined as to its amount by the difference in any year 
between the standard price and the ascertained average of 
actual market prices of home-grown millable wheat resulting 
from the Minister’s calculations and his consultations with 

5. The intention of the legislature is made tolerably clear in Sec. 14 
which provides for the increase of contract price of ‘any article wholly 
or partly consisting of, or manufactured from, any flour in respect of 
which quota payments accrue due,” by the amount of the extra quota 
payments where these are imposed or increased; or where they decrease 


or cease before the completion of any contract affected by them, con- 
tract prices may be diminished accordingly. 
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the Wheat Commission, subject always to the adjustments 
made by the Minister because of the existence of surpluses 
or deficiencies in the Wheat Fund. When the proceeds of a 
disguised, regressive and constantly fluctuating indirect tax, 
indirectly determined and levied, are used to subsidize the 
growers of a commodity with which the world is already 
glutted; and when, on numerous other grounds, the wisdom 
of such expenditure is open to the gravest doubts, one may 
well wish for a return to simpler and saner forms of public 
activity. 

The stipulation that no subsidy payments will be made 
unless the wheat sold is of millable quality should stimulate 
growers to keep up the quality of British wheat, especially 
where buyers are not very eager to take it. But merely to 
grant a right to a subsidy on such quantities of home-grown 
millable wheat as growers actually sell in the open market 
would be to give “on paper,” a standard price, but not a 
guaranteed market. In order not to disappoint farmers in 
this respect, the Act provides that if, in the month of June in 
any year after 1932, the Wheat Commission informs the 
Minister “that it is expedient that any stocks of home-grown 
millable wheat then harvested, being wheat sown during the 
last preceding cereal year, should be bought by the Flour 
Millers’ Corporation, the Minister may, by order made before 
the end of the cereal year in which the representation was 
made, require that Corporation to buy from the registered 
growers to whom the order relates such part of those stocks as 
remains unsold by them when the order comes into force.” 
In the Order the Minister must specify a price, not exceeding 
the standard price, which, after consultation with the Wheat 
Commission, he estimates would be obtained by a willing 
seller from a willing buyer from home-grown millable wheat 
of fair average quality in the area and on the date on which 
the Order comes into force. Under Section 1 (5) the Flour 
Millers’ Corporation may raise objections that the wheat in 
question is (a) not home-grown, (b) not millable, or (c) not of 
the quality for which the Minister has fixed the price. Dis- 
putes arising in this manner are to be determined by arbitra- 
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tion under by-laws laid down by the Wheat Commission; and 
an arbitrator may decide at what price, below the price pre- 
scribed by the Minister, the Flour Millers’ Corporation shall 
buy the wheat to which objection has been made. The Flour 
Millers’ Corporation, acting under this part of the Act, have 
power to buy the wheat directly or through agents, and they 
may sell or “otherwise dispose of” it “in such manner as they 
think fit.” 

Since there cannot be, in fact, any willing buyers for such 
stocks of wheat (otherwise they would have been sold in the 
open market); and the sellers, on the other hand, would be 
unusually willing to sell if they thought that their wheat was 
very likely to be left upon their hands, the Minister, when 
attempting to determine the price which the Flour Millers’ 
Corporation must pay, is likely to be influenced a good deal 
by the prices at which sales of British millable wheat did take 
place. Indeed the wording of Act seems to suggest that he 
should be so influenced. Therefore it seems highly probable 
that surplus supplies will be purchased at or near the prices 
realized by non-surplus quantities; in which case the highly 
favored grower of supplies not sold in the usual way will 
receive much more than the market price for his wheat. 
Furthermore, having been enabled to foist these surplus sup- 
plies upon the Flour Millers’ Corporation, he will be entitled 
to claim the subsidy just as he would if he had sold the wheat 
in the open market. (Sec. 1 (7)) 

If at any time the ascertained average price happened to be 
not greatly below the standard price, it is almost certain that 
some wheat growers would actually have sold their wheat at 
a price not only above the ascertained average, but above the 
standard price. Yet they would be entitled to claim the sub- 
sidy. It is, of course, true that as the ascertained average 
price rises towards the standard price, the deficiency and 
quota payments per hundredweight will diminish. 

Assuming that a subsidy is to be given to British wheat 
growers, it would seem that a tapering subsidy might have 
been a wiser plan, because the gradual decrease of the subsidy 
would tend to increase the average efficiency of methods of 
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cultivation. As the Wheat Act now stands there is nothing 
to prevent the Committee of Three from recommending, and 
Parliament from sanctioning, after August 1, 1935, a stand- 
ard price higher than the present one; ® and certainly there is 
nothing to prevent farmers from hoping and pressing for such 
an increased standard price. This hope and the existing sub- 
sidy will probably do much to stereotype for a further period 
present methods and practices. 


III 


If the Wheat Act is open to criticism on points of detail, it 
is still more vulnerable if examined as an expression of policy. 
Lord Astor and Dr. Keith Murray have challenged the wis- 
dom of forcing the people of this country to pay £4,000,000 
or more each year to a few farmers “who wish to grow wheat 
by methods which are often antiquated.”’ Lord Astor asserts 
that “all (British) farmers have not lost money. But those 
who have failed (and in many instances their landlords) 
naturally have been making most noise. Why should the 
legislature be guided by them? . . . Why not base our policy 
on expanding the methods and adopting the ideas of those 
who have been successful? It would be cheaper and more 
businesslike.”’? Farmers in the mainly arable Eastern Coun- 
ties “may need help either temporarily or permanently, but 
their particular (and, perhaps, temporary) requirement 
should not be used in order to keep alive elsewhere a branch 
of farming which (viewed nationally and looking ahead) 
should be abandoned and replaced by other forms of food 
production.”’* 

Whatever may have been its position in the past, wheat is 
no longer a pivotal crop in British agriculture. But in 
many minds it still occupies that position. It is still senti- 
mentally regarded as symbolical of the satisfaction of primary 
wants, and as the chief buttress of the whole edifice of British 
farming: whereas, in fact, its relative insignificance is beyond 

6. Sec. 2 (3). 

7. Astor and Murray, Land and Life (1932), 11, 13, 83. 

8. Ibid., 57. 
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question. The land under wheat in this country is now not 
more than five per cent of the total area of agricultural land,?® 
and this low proportion is not by any means entirely due to 
the last decade of depression. There has been an almost unin- 
terrupted decline since the beginning of the eighteen-seven- 
ties. Even before the recent heavy fall of cereal prices, the 
value of wheat grown in Great Britain was only 4.6 per cent 
of the estimated value of the gross agricultural output. 
Against this we have meat, 38 per cent; dairy produce and 
poultry, 30.6 per cent; fruit, vegetables, flowers and honey, 
9 per cent; and potatoes 5.4 per cent. Of this relatively small 
amount of wheat, only about 70 per cent is of millable qual- 
ity, and even this is not liked by bakers. For bread-making, 
at least, flour made from imported wheat seems to be more to 
the public taste. It does not seem very wise or reasonable to 
force consumers to pay more for bread less to their taste in 
order to subsidize the raising of a crop which is at best very 
chancy, and not particularly well suited either to the general 
run of our land or to our climate. A farmer who has grown 
wheat in England and in Canada before, during and after the 
War sums up the matter in the following words: 

‘«_ .. nobody (in Great Britain) seems to be able to get away 
from wheat as the main theme, when agricultural problems 
are being discussed. . . . It seems absurd. It (wheat) cannot 
be grown in this country economically, the consumer prefers 
the imported article, our climate is not suited to its cultiva- 
tion, and at the present time (July, 1931) while home-grown 
grain is only 10.7 per cent of our agricultural produce, wheat 
represents but a bare 4.3 per cent of our output.’ 

What of the probable influence of the extension of wheat 
growing upon the volume of employment? In “The Future of 
Farming,” Mr. C. 8. Orwin states that “arable land gives the 
greatest ratio of employment, except in a few favored grass- 
land districts . . . Only by the maintenance of prosperous 

9. In many counties it is less than this. In Essex, Lincolnshire and 
the East Riding of Yorkshire alone is the wheat acreage more than 10 


per cent of the total agricultural area. 
1. A. G. Street, Farmer’s Glory, 302. 
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ploughland can the value of agricultural production and the 
numbers of the rural population be maintained,” and “failing 
some material improvement in their economic position farm- 
ers will begin to throw in their hands, the pace at which land 
is tumbling down to grass will be accelerated, and the unem- 
ployment now so apparent in the towns will begin to be mani- 
fest in rural districts .. .”? But Mr. Orwin does not insist 
that wheat should have a specially favored place in arable 
cultivation. 

Professor Macgregor, writing in 1925 after taking part in 
the investigations of the Agricultural Tribunal, inclined 
towards an extension of small holdings rather than an exten- 
sion of arable area as a means of maintaining, and possibly 
increasing, the rural population. “If it is desirable to employ 
a large number of people on the land,” he wrote, ‘the eco- 
nomic causes of depletion are unlikely to be met without dif- 
ferential assistance of some kind to arable cultivation, and 
this has now been given in the case of sugar beet; or without a 
great extension of small holdings. The latter method is the 
more lasting in its effects, since labor-saving devices will 
always be working so as to reduce the number of men employed 
on arable cultivation, while in the case of the small holder 
their effect will rather be to lighten his intensive labor. It is 
less easy to say which influence would act more rapidly; this 
must depend on the cost the country would be willing to incur. 
The largest number of small-holders settled under our per- 
manent Acts was about 2,700 in 1913; if this could be in- 
creased to 3,500, the addition to the agricultural population 
in three years would be about the same as if a quarter of a 
million acres of arable had been gained. Either of these 
results will require a national charge of some kind and a con- 
siderable effort, the small-holdings policy being probably the 
less expensive.’”® 

Astor and Murray assert that the Wheat Act is likely to 
cost a great deal and to do little to reduce unemployment, for 

2. The Future of Farming (1930), 40-46; cf. also the Interim and 


Final Reports of the Agricultural Tribunal of Investigation (1923-24). 
3. Economic Journal, September 1925, 395-6. 
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it is a mistake to suppose that a high percentage of land under 
wheat always and necessarily gives more employment than a 
high percentage under other crops. Indeed, if wheat is grown 
by up-to-date mechanized methods, as it should be, the labor 
employed per hundred acres will decrease relatively to that 
required for raising livestock, or for dairying, or for certain 
other crops. Wheat cultivation will increase the volume of 
rural employment only if wheat is grown by old-fashioned 
and inefficient methods. My own opinion is that even if Astor 
and Murray are mistaken in anticipating no change, or per- 
haps a decline, in the volume of employment, the extension of 
wheat-growing under the influence of the Wheat Act— which, 
as we have seen, does not seem likely to increase efficiency — 
is unlikely to add more than a few thousand people to one of 
the lowest-paid classes of wage earners in the country, at 
heavy expense to the rest of the community, and on condition 
that we are prepared to tolerate the persistence of obsolescent 
methods. Mixed farming will be buttressed by the Wheat 
Act at a time when we ought to be pressing on more and more 
with specialization. “In many districts of mixed farming it 
may be questioned whether corr. should be grown at all, or 
whether the land should not revert almost entirely to grass 
for specialization in dairying, stock-raising or stock-feeding.’’* 

Thus there seems to be little or no justification for a special 
subsidy to wheat growers; but much more for some carefully- 
planned scheme of assistance to farmers as a whole, designed 
so as to promote specialization and the adoption of modern 
methods. It may very well be urged that the margin of wheat 
cultivation has contracted so much that the lands now largely 
under wheat (chiefly the lighter soils of the Eastern Counties) 
are, for the most part, unsuitable for transformation to per- 
manent pasture. Where this is proved to be true the peculi- 
arities of such lands should entitle them and their cultivators 
to special consideration and an appropriate place in a general 
scheme of assistance for agriculture. 

The more the Wheat Act gives to wheat growers, the more 
other agriculturists will feel they ought to have, and the less 


4. Orwin, op. cit., 107. 
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they can have in the present state of trade and taxation. 
Therefore, the more progressive men may be driven back to 
wheat in order to get a share of the new instalment of State 
aid. Instead of being well-spread, the subsidy puts a premium 
upon wheat-growing at a time when the world is glutted with 
wheat and when it is clear that, apart from the subsidy, wheat 
has less than ever to offer to the British farmer in the near 
future. The Wheat Act penalizes a great many of the most 
progressive agriculturists; those, for example, who have 
moved with the times and, notwithstanding trouble and 
expense, have put their land, or a substantial part of it, down 
properly to permanent grass. These men can have no part or 
lot in the new millions unless they plough up their pastures 
and grow extra wheat which nobody particularly wants. If 
they do this, the nation will be doubly a loser. More than ten 
years’ experience of the beet sugar su\sidy should have been 
a sufficient warning. So far about £30,000,000 of public 
money has been disbursed, and the subsidy is being continued 
at the rate of 214d. per pound of beet sugar, altho the markets 
of the world are glutted with sugar, both beet and cane, and 
the present retail price of sugar in England is only 214d. per 
pound.® 

In conclusion, it is suggested that in giving State aid to 
agriculture it is not good policy to “nibble” at the work by 
singling out one or two commodities; that the choice of beet 
and wheat as the objects of State assistance is particularly 
bad; that our policy for agriculture should be not only as gen- 
eral as possible, but should look to the future, not to the past, 
and should aim at the encouragement of modern methods and 
the acceleration of the necessary changes. The encourage- 
ment of specialization should have a prominent place in such 
a policy; and farmers producing wheat upon good wheat land 
by efficient modern methods have a just claim to be included 
in the general scheme. If a large but limited sum of public 

5. Astor and Murray point to the absurd fact that Parliament in the 
same year voted funds to stimulate sugar production in Britain, and to 


relieve the effects of overproduction of sugar in other parts of the 
Empire. Op cit., 93. 
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money is to be devoted to the needs of agriculture, it should 
be laid out in the form of grants and cheap loans to finance 
really constructive changes of the kind broadly outlined 
above. British agricultural policy in the immediate future 
should aim at increasing the home production of meat, dairy 
produce and poultry — commodities in the production of 
which British farmers have distinct advantages and might 
excel if they would study the home market closely and give 
to the retailers continuously the qualities they must have to 
meet the demands of their customers. This means more grass 
farming, to which Britain is, on the whole, by soil and climate 
much more suited than she is to wheat production on any con- 
siderable scale. For sixty years past, economic force have 
been pressing British farmers in the direction here indicated. 
Is it possible successfully to reverse this trend by legislation? 
I doubt it. And even if it is, it is certainly unwise to make 
the attempt. 
ALFRED PLUMMER 

Ruskin CotieGe, OxrorpD: 








ERNST ENGEL’S LAW OF EXPENDITURES 
FOR FOOD! 


SUMMARY 


Erroneous statements of the law, 78.— The correct version, 79.— 
The validity of the law: theoretical considerations, 86; the conclusions 
to be drawn from the facts, 87.— Reasons for these results, 95.— 
Implications of the study, 100.— Conclusion, 101. 


In the field of study of family consumption and expendi- 
tures, one theory attracts first attention above all others — 
the so-called Engel’s law or series of laws. This paper attempts 
to show that most studies, other than those in Germany, have 
misinterpreted this law and have attacked it from a false 
basis. It sets forth the true nature of the statements outlined 
by Engel, and shows that his “law” is not of universal appli- 
cation. A cumulative body of theory concerning the “family 
budget”’ or of family standards of living, as measured by the 
size and distribution of economic expenditures, can be devel- 
oped only if earlier theories are interpreted exactly and 
rigidly and if newer data are applied to the testing and devel- 
opment of further generalizations. 

The interpretation generally given to Engel’s law, other 
than in Germany, follows closely the incorrect statement 
given by the Massachusetts Bureau of Statistics of Labor in 
1875. This statement interprets it as follows: 

An increasing income among the workers is associated with 
the following types of distribution of expenditures. 

(a) The proportion of expenditures for food becomes less. 

(b) The proportion of expenditures for clothing stays 
approximately the same. 


1. This is a second study made possible by a grant of money from the 
Harvard Committee on Research in the Social Sciences. The first was 
entitled ‘‘Mathematical Correlation in the Household Budget.’ Sociol- 
ogus, vol. viii, no. 2, June 1932. 

2. See Sixth Annual Report of the Mass. Bur. of Stat. of Labor, 
March 1875, part IV, p. 438. See also Ely, R. T. Outlines of Economics 
(3d revised edition), p. 145. 
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(c) The proportion of expenditures for rent, fuel and light 
stays invariably the same. 

(d) The proportion of expenditures for sundries increases. 

On the basis of this interpretation, it has become popular 
in many such studies to find abridgments and reinterpreta- 
tions of Engel’s law. Thus Streightoff found clothing per- 
centages to increase with increasing income, while percent- 
ages for fuel, light, and housing expenditures decreased, in 
New York City. Ogburn, after a statistical study of District 
of Columbia families, showed that the percentage of expendi- 
ture for clothing increased and the percentage of expenditure 
for rent, fuel and light decreased with increasing income.* 
This general type of misinterpretation or “abridgment”’ of 
Engel’s law is characteristic of from two-thirds to nine-tenths 
of all studies dealing with this particular subject outside of 
German literature.’ 

As a matter of fact Engel’s law or his statement was con- 
siderably different from this interpretation, and the above- 
mentioned studies, as well as many others which attack it, do 
nothing but prove its validity, as far as their data are con- 
cerned. As he stated it himself, Engel’s law is valid within 
certain limits but invalid outside of these limits. The regu- 
larities concerning the expenditure proportions for rent, fuel, 
light, and clothing were either stated by others to whom no 
credit is given (the “‘law of rent”? by Schwabe, for instance) 
or have not been stated systematically by anyone after any 
patient study of data for a number of groups. Furthermore, 
hundreds of studies show great variations in the items of 
budget distribution, other than food and sundries, but no 
systematic study has been made of them because this misin- 
terpretation of Engel’s law has given many researchers reason 

3. See Streightoff, F. H. The Standard of Living Among Industrial 
Peoples in America, New York, 1911, p. 20. 

4. Ogburn, W. F. ‘Analysis of the Standard of Living in the District 
of Columbia in 1916.’’ Quarterly Pub. of the American Statistical Asso- 
ciation, June 1919, p. 14. 

5. See, for instance, Maurice Halbwachs, La Classe Ouvriére et les 


Niveaux de Vie, Paris, 1913, pp. 285-289; numerous studies appearing in 
China during the post-war period; and many others. 
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to believe that the fundamental work had already been done. 

Let us turn to the actual statements of Ernst Engel con- 
cerning the proportionate distribution of expenditures under 
conditions of increasing or decreasing income. In two studies 
he committed himself exactly as to what he conceived to be 
the valid principles of distribution: of expenditures under con- 
ditions of increasing or decreasing income, once in 1857 and 
again in his final study in 1895.° His statements are as fol- 
lows: 

“. . . je armer eine Familie ist, einen desto gréssern Antheil 
von der Gesamtausgabe muss zur Beschaffung der Nahrung 
aufgewendet werden.” (The poorer is a family, the greater is 
the proportion of the total outgo which must be used for 
food.) 

“. . . das Mass der Ausgaben fiir die Ernihrung unter 
iibrigens gleichen Umstiinden ein untriigliches Mass des 
materiellen Befindens einer Bevélkerung iiberhaupt ist.” 
(The proportion of the outgo used for food, other things being 
equal, is the best measure of the material standard of living 
of a population.) 

In other words, Engel, who was considerably influenced by 
Malthus, attemp 2d to lay down a law in which, under condi- 
tions of increasing income, food expenditures increased at an 
arithmetical rate and “sundries” (which was everything of a 
consumptive nature other than rent, fuel, light and clothing) 
increased at a geometrical rate. He was not trying to establish 

6. See ‘‘Die Productions- und Consumtionsverhiltnisse des Kénig- 
reichs Sachsen” in Zeitschrift des Statistischen Biireaus des K. Sich- 
sischen, Ministerium des Innern, No. 8 u. 9, Sonntag, den 22, November 
1857, pp. 27-29. There is an original copy of this in the Congressional 
Library, Washington, D. C. It is reprinted unchanged as an appendix 
to the study cited next. The final study is ‘‘ Die Lebenskosten Belgischer 
Arbeiter Familien friiher und jetzt,” Bulletin de l’institut international 
de statistique, tome IX, premiére livraison, Rome 1895. In this study 
(p. 26) he repeats the above conclusions as his ‘‘law.’”’ See further ‘‘ La 
consommation comme mesure de bien-tre des individus, des familles et 
des nations,” Bulletin de l’institut international de statistique, 1887, 
tome II, premiére livraison, p. 69. In ‘‘ Die Lebenskosten”’ he recognizes 
at one place (p. 29) that the Massachusetts Bureau of Statistics of Labor 
had translated his “laws” but apparently did not catch the misin- 
terpretation. 
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theories concerning satisfaction of all wants, but was interested 
primarily in the problem of food or physical needs versus 
other needs.’ 

In 1855 in the ninth number of the Saxon Statistical Zeits- 
chrift, he wrote specifically upon the significance of the teach- 
ings of Malthus and their relation to the problem of the stand- 
ard of living of the laborers. In 1857 the famous study wherein 
he first stated his theories was introduced with the following 
reference to Malthus: 

“Es herrscht gegenwirtig noch immer ein Streit unter den 
Oekonomisten, ob die Lehren des Malthus, iiber welche wir 
uns in Nr. 9 des Jahrgangs 1855 ausfiihrlich ausgesprochen, 
wahr oder falsch sind, d. h. dariiber, ob es wahr ist, dass eine 
Bevélkerung, wenn sich selbst iiberlassen und hinsichtlich 
ihrer Vermehrung ohne Hindernisse, rascher zunehme, als die 
Mittel zu ihrer Erhaltung; oder aber, ob die Natur zu allen 
Zeiten das Gleichgewicht zwischen der Bevélkerung und den 
vorhandenen Existenzmitteln herstellt.”’ 

A specific statement, among others, in which he used the 
geometrical versus arithmetical comparison, terms so familiar 
to Malthus, is to be found on page 30 of his first study, where 
he writes as follows: 

“Das Gesetz, mit welchem man es hier zu thun hat, ist 
kein einfaches. Die Héhe der Ausgaben fiir Nahrung Wach- 
sen bei Abnahme des Wohlstandes in einer geometrischen 
Progression.” 


In his final study (Die Lebenskosten) in 1895 he repeatedly 
refers to the original statement of his law, an interpretation 
which he maintained in all of his writings. On page 26 he 
says: 

“. . . in 1857, as director of the Statistical Bureau of Sax- 
ony, I decided to reorganize and differentiate between the 199 

7. See my correct interpretation of Engel in Factors affecting Ex- 
penditures of Farm Family Incomes, Minnesota Agricultural Experi- 
ment Station Bulletin No. 246, 1928. In a study in the American 
Journal of Sociology for May 1928 I gave two interpretations of Engel’s 
law, because at that time I had not had recourse to all the original 
documents. 
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budgets submitted in Ducpetiaux’s work. This same revision 
is continued in articles No. 8 and 9 (for the year 1857) in the 
periodical publications of the Statistical Bureau of Saxony 
(S. 156 u. ff.) which I myself directed and wrote while I was 
director of the Bureau. This revision, correlated with the 
classical Budget studies of LePlay which appeared at about 
this time under the title ‘Les ouvriers européens,’ lead me to 
believe in the following law: that the poorer a family is, the 
greater is that portion of the total expenditures which must 
be used for procuring nourishment, and furthermore, that, 
under similar circumstances, the measurement of the expendi- 
tures for nourishment is an accurate and truthful measure- 
ment of the material well-being of a people.* (*Since there 
have been so many requests I have consented to have another 
impression made, unchanged, and add it to this Article.) 
There is very little that I would change or withdraw in what I 
published nearly 40 years ago. One must have regard, how- 
ever, for the fact that one can write more fluently and clearly 
when one is at the age of 35 and has only to consider rather 
weak (schwache) literature, than when one is 74 years old and 
is, in the meantime, almost swamped and choked in a mass 
of specialized literature.”’ (The italics were not in the state- 
ment by Engel.) 

On page 40 he says again: 

“This natural law can be stated as follows: 

The poorer the individual, a family, or a people, the greater 
must be the percentage of the income necessary for the main- 
tenance of physical sustenance, and again of this a greater 
portion must be allowed for food.” 


And finally his last few sentences imply the same principle: 

“The intensive struggle of the last decades in all the indus- 
trial areas, rests upon the production processes and the form 
of enterprise; more accurately, it rests upon the reign of one 
production factor over the other. Directly, statistics has 
nothing to do with that. Indirectly, however, statistics can be 
and are used very much to change and to minimize the strug- 
gle, if by means of investigation of the family living-costs of all 
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groups it is able to show that the existing large differences of 
the expenditures is being gradually lessened and that the low- 
est expenditures, at the same time, are gradually increasing 
and rising. Joseph Lang,:in 1811, pointed this out as a meas- 
ure of determining the well-being of a population. We can 
consider this condition as having arrived and being present 
only when the rational physical upkeep costs consume no 
more than eighty per cent of the income, and when twenty per 
cent of the income can be considered as free-income in the 
sense that the late William Roscher applied the term ‘free- 
income.’ ” 


The significance of this misinterpretation becomes more 
important when we realize that it existed during Engel’s life- 
time but appears to have arisen without his knowledge. He 
did say in his last study (see the previous quotation from 
page 26) that the literature was becoming so great in the field 
that it was with difficulty that he could keep up with it. Even 
in 1889 a writer for the International Statistical Association 
interpreted him as follows: 


Les budgets ouvriers forment l’un des éléments les plus 
précieux de l’appréciation du degré de prospérité d’un peuple. 
Leur étude compurative permet de vérifier la loi suivant 
laquelle, 4 mesure que les besoins les plus essentiels de la 
nature humaine sont satisfaits, des besoins, supérieurs et des 
besoins plus nombreux se dégagent. Cette loi est en corréla- 
tion avec une autre loi mise en lumiére par M. le Dr. Engel et 
illustrée par les travaux de M. Carroll D. Wright (Statistics of 
Labour Massachusetts, 1874 et 1884); c’est la loi suivant 
laquelle les différents facteurs des dépenses se distribuent 
dans des budgets de recettes inégaux. M. Engel a constaté 
que la proportion des dépenses d’alimentation décroit 4 mesure 
que le revenu croit; les dépenses de logement, de chauffage, 
d’éclairage restent les mémes; celles de vétement, sensiblement 
les mémes, et les dépenses diverses vont croissant absolument 
et relativement. Ces dépenses diverses s’appliquent 4 l’entre- 
tien 4 l’ordre intellectuel, moral, au luxe, et expriment la 
diversité croissante des besoins, et normalement, le développe- 
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ment des besoins supérieurs, témoignage d’une civilisation 
plus haute et d’un plus grand bien-étre.*® 


The only statement of Engei’s which the present writer can 
locate that was at all similar to the spurious laws attributed 
to him was as follows: 


“Nachdem die aliquoten Betriige der Ausgaben fiir die 
einzelnen Consumtionsgenenstinde durch eine einfache Re- 
duction der absoluten Zahlen auf procentale gefunden sind 
und in Tabelle 6 gleichzeitig (so weit es ging) nachgewiesen 
wurde, wie sich die Einnahmen zu den Ausgaben verhalten, 
so ist nunmehr gleichsam eine Scala der Bediirfnisse des 
Lebens zu Tage geférdert. Es unterliegt nicht dem mindesten 
Zweifel, dass die Nahrung das Befiirfniss erster Ordnung ist, 
ihm folgt das der Kleidung, darauf folgt das der Wohnung und 
alsdann das der Heizung und Beleuchtung. Die Befriedigung 
aller dieser Bediirfnisse ist aber nur erst durch die éffentliche 
Sicherheit garantirt. Diese fiinf Gegenstiinde sind absolut 
nothwendige Bedingungen der physischen und materiellen 
Existenz, ohne sie ist kein Leben méglich, und wenn eine 
oder die andere aufhért, hért auch das Leben auf. Allerdings 
wirkt das Aufhéren dieser einzelnen Bedingungen nicht gleich 
stark auf das materielle Leben ein; doch aber in dem Grade 
stark wie die Rangfolge der Bediirfnisse selbst (pp. 27-28). 


This immediately precedes the famous table in the 1857 
study generally quoted from him in proof of his “laws.” It 
can not be interpreted as evidence that he held such views. 

Even the data collected by Engel, however, did not bear 
out this curious interpretation of his theories. In the 1895 
study he gives detailed analyses of various studies which lead 
to a very different conclusion. For instance, the four economic 
groups which he analyzed from the 1891 Belgian study 
showed the following percentage distributions: (See table X 
in “Die Lebenskosten,” op. cit.). 


&. From Hector Denis, ‘‘ Notes sur les indices de la prospérité, etc.,’” 
vol. iv, 1889, pp. 76ff. 
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PERCENTAGE DIsTRIBUTION OF INCOMES FOR THE 1891 BreLG1an Stupy 














Below 80-100 100-120 120-200 

Expense Item 80 Marks Marks Marks Marks 
Nourishment......... 66.28 66.27 65.80 64.90 
SEES 2 3c «p00 es 12.19 14.07 14.96 15.66 
a ar re 11.51 10.09 8.92 8.79 
Fuel and Light....... 5.07 5.03 5.37 4.59 
pS Cer Ore 4.95 4.54 4.95 6.06 























Here it may be seen that the percentages for clothing in- 
creased, for rent decreased, for fuel and light were irregular, 
and for the remainder increased. He noted this, and would 
have modified his own laws if his earlier interpretation had 
been similar to that attributed to him. 

Further proof as to the intentions of Engel are to be reached 
from a study of the interpretations given to the “‘ Engel’schen 
gesetz’’ in the more recent writings by many specialists inti- 
mately acquainted with his works.°® 

This point of interpretation, meticulous as it may seem to 
many readers, is of considerable importance in the develop- 
ment of theories concerning family expenditures for consump- 
tion goods. When the real Engel’s law is set forth clearly one 
can see that the works cited above and numerous others of a 
similar nature have not abridged or changed the fundamental 
validity of the principle, but have merely served to supple- 
ment his ideas. 

9. See the article on Engel by Stephen Bauer in vol. 5 of the Encyclo- 
pedia of the Social Sciences, pp. 539-540 (The statement by Stephen 
Bauer must be taken as authoritative because he was working in this 
field before Engel’s death and was commended by name in “‘ Die Leben- 
skosten,” op. cit.); Gottschalk, Max, ‘‘Budgets Ouvriers en 1891 et en 
1929.” Revue (Solvay) Institut de Sociologie, 1931, No. 4; Lutge, 
Friedrich, ‘‘Das Schwabe’sche Gesetz und das Engel’sche gesetz in der 
jiingsten Reichsstatistik iiber Wirtschaftsrechnungen von Einzel- 
haushaltungen,” Deutsches Stat. Zentralblatter, vol. 22, no. 6, October 
1931; ‘‘Die wichtigen Ergebnisse der amtlichen Erhebungen von Wirt- 
schaftsrechnungen vom Jahre 1927-28,” in Wirtschaft u. Stat., October 
1929, pp. 818-824. 
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THE VALIDITY OF ENGEL’s Reat Law 


The validity of the real law of Engel turns upon theoretical 
considerations of the means and order of satisfying desires. 
Its verification must come from a study of the numerous 
investigations of family and individual expenditures, several 
thousands of which are in existence at the present time. Is 
there a constant relation between size of income and expendi- 
tures for food, which works itself out so that increases of 
income are associated with increasing food expenditures but a 
decreasing percentage allocated to this one group of items? 
The answer would appear to be negative, for several reasons. 
First, it is logical to expect that continuous increases or 
decreases in the proportion allocated to food would finally 
pass 100 per cent at the low income scale and zero per cent at 
the upper income scale, neither of which conditions is per- 
manently capable of continuous existence. It is not theo- 
retically expected that this social process should be different 
from most other processes and continue endlessly in the same 
direction. Eventually one should expect saturation points 
with the resultant change of the course of satisfaction of the 
particular desire for food." 

A second theoretical reason why Engel’s law as stated need 
not be expected to be continuously true lies in the nature of 
the general principles concerning the satisfaction of individual 
wants. The satisfaction derived from a unit of a commodity 
declines rapidly when succeeding units are consumed, so that 
other commodities, once much lower on the demand scale, 
reach a point where the first unit of them becomes more 
attractive than additional units of the original commodity. 
However, all wants can not be satisfied in continuously pur- 
chased units. The average citizen needs only one house anv. 
one bed, and an elementary satisfaction of this need may 
instantly drive the demand for housing down so far that many 
more units of a continuously satisfied need (food) may be pur- 

1. See here Sorokin, P. A. ‘‘The Principle of Limits in the Direction 
of Social Processes.’’ Proceedings American Sociological Society, vol. 
26, 1982; also see Pareto’s Traité de sociologie générale, paragraphs 
720-732 and 831 for a discussion of this same principle. 
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chased efore a different type of housing rises on the demand 
scale and takes precedence over additional food. It is possible 
to think of a demand scale in which the individual bought 
1500 calories of the cheapest food with his unit of currency. 
Next, in this hypothetical situation, a loin cloth and permis- 
sion to sleep in one corner of a hovel followed with his next 
units of currency. Subsequently his units of currency might 
be spent for food items, until he was consuming as high as an 
average of 4500 calories of cheap food or 3500 calories of a 
more expensive food. Under such conditions as this one could 
reasonably expect among the lower income groups that the 
absolute amounts spent for food would increase so rapidly 
that even the percentages would increase over an extensive 
range of incomes. It is already known that the continuous 
increase in expenditures for a group of items called ‘“‘food’’ 
(in German studies it is generally always called “Nahrung 
and Genuszmittel,” or food and luxurious items, including all 
liquid stimulants and tobacco) in most of the income classes 
shows that this item of consumption is capable of the most 
ingenious means of satisfaction.? Finally, it is possible to 
expect among the upper classes —- which have been little 
studied so far — that any particular class of consumption can 
change tremenJously according to the fashions and the tastes 
of the time. Thus we are not justified theoretically in sub- 
scribing to the complete and entire validity of Engel’s law of 
food expenditures. 

Now let us turn to the facts and see how important these 
theoretical exceptions to Engel’s law are. As early as 1875 
von der Goltz pointed out some conspicuous exceptions to 
Engel’s law with particular reference to German peasants. 
Altho Laspeyres contested the meaning of the figures pre- 
sented by von der Goltz, Hampke in 1888 upheld his conclu- 
sions with more data. None of these authors seemed to under- 
stand clearly the principles involved, but their data are incon- 

2. See Alfred Grotjahn, “Uber Wandlungen in der Volksernihrung” 
in Staats- und Socialwissenschaften Forschungen, Bd. XX, Heft 2, 


Leipzig 1902; and the numerous studies organized by W. O. Atwater 
between 1890 and 1910. 
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testable. They show clearly that families living in a custom- 
bound region, where clothing and housing are largely deter- 
mined by custom, and where self-sufficient agriculture often 
makes the local diet rather tasteless tho nourishing, do 
undergo a long period of increasing income (either in time or 
vertically in the social scale) during which the increase in food 
expenditures is so rapid as to give a combination of increasing 
proportions for food with increasing incomes. The data which 
von der Goltz used for illustration are summarized below.’ 








Percentages used for: 








Economic 

Groups of Total* Heat 

Peasants Expense Food Clothing | Dwelling | and Light |All Other 
1 198.9 65.2 18.5 6.8 6.9 2.6 
2 236.4 62.1 17.4 6.6 7.1 3.8 
3 298.5 67.4 15.3 7.0 6.6 3.7 


























*In Reinethalers. 


In 1880, Sir John B. Phear concluded from his studies of 
the peasants of India that their modes of expenditure are 
unlike those of the European laborer.‘ Since that time, the 
dozens of studies of family expenditures made in the Orient 
have inevitably touched large groups of families who spend 
an increasing percentage of their incomes for food with the 
rise to higher income groups. These have appeared in spite 
of the fact that most of the persons who made these studies 
believed that Engel’s law, as they understood it, was valid, 
and they were often puzzled by the contradictory results. 
Studies, earlier and later, in Europe and America begin to lead 
to the same conclusions. The following summary indicates 
a few of these. 

In China a study of 141 employees of Tsing Hau college by 
Ta Chen published in 1924 shows increasing income, for a few 

3. See the summary in Carl Hampke, Das Ausgabebudget der Pri- 
vatwirtschaften, Jena, 1888, pp. 57 ff. See also the original data of Goltz 
in Die Lage der Landlichen Arbeiter im Deutschen Reich, Berlin, 1875 


4. See The Aryan Village in India and Ceylon, London, 1880, pp. 
11-20. 
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groups, associated with increased food expenditures.’ One 
hundred Chinese families studied by C. G. Dittmer between 
1914 and 1922 showed that the fourth high income group was 
the first one spending a lower percentage than the first income 
group.’ The same general trend is to be found in three groups 
(100, 85 and 100 families) studied by Fang Fu-an in Shanghai 
in 1929. These were laborers, clerks and printers.’ H. D. 
Lamson reports on 21 factory workers for Shanghai in 1929 
and 50 families in villages near Shanghai, all factory workers, 
for 1929, both of which studies clearly contradict Engel’s law. 
For the 21 families the lowest group spent 54.85 per cent for 
food and the highest group 59.10 per cent. For the 50 families 
only the two upper groups, in a classification of five groups, 
spent a smaller percentage for food than the lowest group.*® 
Lamson also summarized 32 Chinese studies as a unit, and his 
table of miscellaneous city worker studies (four in number) 
showed a definite increase in percentages spent for food with 
increase of income. Many of the families in Lamson’s original 
studies were home owners and had property, so that poverty 
was not the whole explanation of the deviations from Engel’s 
law.® H.C. F. Lee and T. Chin studied 164 Chinese, Manchu 
and Mohammedan families in the west suburbs of Peiping in 
1926 and 1927 and found that the group with incomes between 
100 and 200 dollars spent a higher proportion for food than 
the group under 100 dollars.! Sung-Ho Lin studied 197 salt 

5. Chen, Ta. “‘Cost of Living of Tsing Hua College Employees,” in 
the Chinese Economic Monthly, 2(1): 5-12, October, 1924. 

6. Dittmer, C. G. ‘‘ An Estimate of the Standard of Living in China,” 
in (I) QUARTERLY JOURNAL oF Economics, Harvard University, 33(1): 
107-128 (1918-19). (II) Remer, C. F. Readings in Economics for China. 
Commercial Press, Shanghai, 1922, pp. 241-263. 

7. Fu-an, Fang, ‘“‘Shanghai Labor.” Chinese Economic Journal. 
Bur. of Industrial & Com. Information, Nat. Gov. of the Republic of 
China, Shanghai, 1930, 7: 853-885, 989-1012. 

8. Lamson, H. D. ‘The Standard of Living of Factory Workers.” 
Chinese Economic Journal, National Government of the Republic of 
China. November 1930, 7(5):1240—-1256; and ‘‘ The Effect of Industrial- 
ization upon Village Livelihood.” Chinese Economic Journal, October 
1931. 9(4): 1025-1082. 

9. Lamson, H. D. ‘The People’s Livelihood as Revealed by Family 


Budget Studies,” Chinese Economic Journal, 8(5) :449-485, May 1931. 
1. Lee, F. C. H. and Chin, T. Village Families in the Vicinity of 
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workers in Tangku in 1926-27 and found some evidence 
clearly contradicting and some partly supporting Engel’s law. 
Twenty-five per cent of these workers were skilled.? L. K. 
Tao studied 60 households in Peiping, including both workers 
and school teachers, for 1926-27. Arranged in an income 
scale, either by family or adult equivalent, the workers 
definitely contradict Engel’s law.* All the other studies, 
where information is given, show that size of family in itself 
(the reduction to adult equivalent) does not materially affect 
the percentage changes. 

In Siam, Zimmerman’s study of 2000 typical families in 
40 representative districts shows that the rural people (all 
classes) do not follow Engel’s law for the lower 40 per cent of 
the income groups, altho none of the families studied were 
paupers.‘ 

In India, 8. R. Deshpande and Ghurye studied 145 village 
families distributed among four villages in the Kolaba district 
during 1926. The families were engaged in farming or con- 
nected with village crafts. They were classified into five 
groups and the lower four did not verify the principle. Giving 
this group all tests for accuracy, such as the reduction to 
adult equivalents and the consideration of all production out- 
lay as a part of living expenditures, does not change this con- 
clusion. The Bombay Government made a study of 872 
working-class families in Ahmedabad in 1926, dividing them 
into eight income groups from below 20 rupees per month to 
between 80 and 90 rupees income per month. All groups spent 
a higher proportion of their income for food than did the 
Peiping. Social Research Dept., China Foundation, Peiping, April 1929, 
Bulletin 2. 

2. Lin, Sung-Ho. Factory Workers in Tangku, China Foundation for 
the Promotion of Education and Culture, Peiping, 1928. 

3. Tao, L. K. Livelihood in Peking. China Foundation for Promo- 
tion of Education and Culture, Peiping, 1928. Also summarized in 
Monthly Labor Review, Bureau of Labor Statistics, U. S. A. 27(4): 
191-194, October, 1928. 

4. See Zimmerman, C. C. Siam Rural Economic Survey, 1931. Com- 
plete data were not presented but see p. 137 particularly. 


5. Deshpande, S. R. and Ghurye. ‘‘Some Village Studies,” in 
Indian Journal of Economics, 7(4): 467-490. April 1927. 
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lowest group (56.23%), and the one spending the highest per- 
centage for food was the group between 70 and 80 rupees per 
month (61.18%). The same Bombay Labour Office studied 
1055 families of cotton-mill workers in Sholapur City in 1925, 
902 of which were ordinary workers and 153 of which belonged 
to the criminal tribes. These were arranged in 8 groups, as in 
the other Bombay study mentioned above. The 902 families 
of ordinary free workers showed about the same percentages 
spent for food in all income groups, and the criminal tribes 
workers showed direct contradiction of Engel’s law.’ 

The Commissioner of Labor in Hawaii made a study of 362 


PERCENTAGES OF INCOME SPENT FOR Foop 



































Portuguese 

Income Class $ Japanese Chinese and Caucasian| Hawaiian 
Under 351....... 53.4 39.7 45.4 47.9 
ee 53.6 50.3 44.8 48.2 
451-550......... 44.1 39.9 49.8 48.4 
651-650. ........ 48.2* 32.8 54.0 44.3 
651-750......... ies 45.9 30.6 45.1 
751-850. ........ phe 39.3 50.5 47.4 
851-950. ........ Swe 24.2t 52.2 38.5 
951-1050. ....... Kis oe 48.3 37.2 
1051-1150....... avai wae 52.0 40.2 
1151-1250 ....... poate as 45.1 38.5 
1251-1350....... ae sa 48.3 35.9 
1351-1450. ...... ae sacs 50.1 34.8 
145l-over....... eis ces 35.2 30.1 
Ave. income..... 425.00 607.00 814.00 928.00 
Ave. per cent... . 50.0% 38.6% 48.6% 38.9% 
Number cases... . 30 42 139 150 

* All over $550. TAIl over $850. 


6. Bombay, Government of, Labour Office, Secretariat. ‘‘Report on 
an Enquiry into Working Class Family Budgets in Ahmedabad,” Gov. 
Central Press, Bombay, 1928. 

7. Bombay, Government of, Labour Office, Secretariat. ‘‘Report on 
an Enquiry into Family Budgets of Cotton Mill Workers in Sholapur 
City,” Bombay, 1928. 
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families of workers, published in 1911. The data were not 
summarized, but for the purposes of this study they have 
been tabulated by income groups. Twelve Caucasian, 42 
Chinese, 150 Hawaiian, 30 Japanese and 127 Portuguese 
households were studied. The tabulation (page 91) shows the 
percentages spent for food by the different groups. It is 
evident that the data do not correspond to Engel’s law, 
except in the case of the Japanese, who may not be fairly 
represented. 

In Western society, the same phenomenon may be noted, 
both for earlier years and later. One of the earliest studies 
which gives individual accounts, and which is now available, 
is that of F. M. Eden, concerning the poor people of England 
about 1795. The following table gives the data arranged by 
income groups classified by families, persons and adult units.° 


PERCENTAGES OF EXPENDITURES FOR Foop BY THE FAMILIES 
Srupiep sy EpEN 











Income Groups No. of Percentages Used for Food when Classified by 

American $ Families Families Persons Adult Units 
a vnc acs 1 68.3 68.4 68.2 
BOPF o cccccee 19 73.9 74.2 73.0 
eer erere 23 80.0 72.0 80.0 
PP icc sesn 15 82.0 82.0 82.0 
BA crccncs 5 85.8 85.6 85.7 
rere 1 95.7 97.5 97.6 
FED os nsecxse 2 73.0 73.0 73.0 




















Even the 148 LePlay school cases (all published in detail 
before the last World War, except a few given without many 
details in the numerous volumes of La Reforme Sociale) do 
not bear out Engel’s law completely, altho these data formed 
a part of the basis for the original conclusions by Engel as well 

8. These data were tabulated from the appendix of the Fourth Report 
of the Commissioner of Labor in Hawaii, 1911. Also U.S. Senate Report, 
Doc. No. 866, 61st Congress, 3d Session, Washington 1911 and Bull. 94, 
1911, U. S. B. L. S., Washington, D. C. 

9. Tabulated from F. M. Eden, State of the Poor (3 vols.), London, 
1797. 
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as those by Laspeyres. The following table shows this. All 
studies are reduced to French pre-war francs. Two-thirds of 
the studies are for France, while the others represent most of 
the countries of the world. Altho, statistically, these repre- 
sent so many different situations that a comparison loses some 
of its validity, the synthesizing arrangement by the LePlay 
school overcomes much of this. Furthermore, the use of the 
typological method has made the data more comparable than 
would be expected under other conditions.! 


PERCENTAGES SPENT FOR Foop By THE LEPLAy ScHoot FAMILizes 














Income Groups Number of Percentages of Income 

(Francs) Families Used for Food 
—500 5 54.54 
501- 21 59.39 
1001- 27 55.76 
1501-— 23 49.85 
2001- 17 55.35 
2501-— 9 51.51 
3001- 8 47.43 
3501- 6 50.62 
4001- 7 40.96 
4501-— 8 37.35 
6001- 8 35.35 
10001-— 9 30.32 
148 41.94 














Some of the data for France, Italy, and Switzerland col- 
lected under the direction of Edward Young also disagree 
with Engel’s law.? 

More recent studies exist. The budgets of Liverpool dock 
workers in 1902 showed slight tendencies to disagree with the 
law, if expenditures for drink were not included in the food 

1. Tabulated from the six volumes of the second edition of Les 
Ouvriers Européens, Paris 1879 and the various volumes of Les Ouvriers 
des deux Mondes published prior to the third series, tome III. The last 
tabulated was for 1908. 

2. See Young, Edward. Labor in Europe and America. S. A. George 
& Co., Philadelphia, 1875. 
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budget. If they were so included, as in many studies, the 
data would agree with Engel. Chapin’s study of New York 
City families disagrees with the law.‘ Heiberg reports that 
families of two members studied in Copenhagen do not agree.® 
In the study by Hirschberg for Berlin in 1903 the families 
were arranged in income groups according to their size. In- 
creases in income among the one-person units and among the 
three-person units do not agree with Engel. There are some 
indications of disagreement for the two- and four-person 
groups also. In the German Reich investigation in 1907-08 
the families with incomes from 1200 to 1600 marks spent 54.6 
per cent for food, and those under 1200 marks spent 54.2 per 
cent.? Among a number of other studies, the Buffalo Founda- 
tion (New York) investigation of fifty families for five years 
between 1920 and 1924 inclusive shows this exception clearly.® 
Furthermore, the 1920 study by the United States Federal 
Reserve Board for employees with incomes up to $5000 yearly 
showed increasing income associated with the same percent- 
ages spent for food.° 

It should be pointed out that many of these studies show an 
increasing size of family with increasing income. Increased 
size of family among urban employees is tantamount, in dis- 
tribution of expenditures, to a reduction in income, because 
the per capita expenditures are smaller. This naturally leads 
to a tendency toward a higher percentage for food. Among 
peasant families this tendency is not so marked.! As a matter 

3. Liverpool Joint Res. Committee. How the Casual Laborer Lives. 
Liverpool, 1909. Data are not arranged but were tabulated on incomes 
especially for this study. 

4. Chapin, R. C. Standard of Living . . . in New York City. 1909. 
pp. 70-73. 

5. Budgetlaegning, 1927, as reported by Pov! Heiberg in the Journal 
of the American Statistical Association, June 1931. 

6. Hirschberg, E., Herausgeben vom Statistischen Amt der Stadt 
Berlin, 3 heft, 1904, pp. 52-63. 

7. Erhebung von Wirtschaftsrechnungen minderbemittelter Familien 
im Deutschen Reich, Berlin, 1909. 

8. The Buffalo Foundation, What it Cost Fifty Families to Live for 
Five Years, Buffalo, New York, 1926. 


9. See Federal Reserve Bulletin, December 1920. 
1. See here Zimmerman, C. C. ‘‘Mathematical Correlation in the 
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of fact the size of families among pure peasants seems to fol- 
low a cycle, in which the ratio of workers to consumers grows 
less for awhile and later tends to increase as the members of 
the family increase in age. A Tschajanow has investigated 
the theory of this in his famous study of the Russian peasants.’ 
However, careful investigation of the studies mentioned above 
shows that increased size of family or household only accen- 
tuates the deviations from a rigid interpretation of Engel’s 
law, and do not explain all of it. This is pointed out here in 
order that the reader who investigates the original studies will 
not feel that the point has been overlooked. On the contrary, 
it was given most serious consideration as the only real 
explanation of the deviation but was found insufficient. 

What conclusions may be reached? It is evident that 
Engel’s law, rigidly interpreted, is not true for particular 
families, for particular times, and under certain conditions. 
The reasons for this should be found somewhere in those 
series of principles of human behavior concerning standards 
of living. The explanation puts a new meaning into many of 
our investigations of the size and distribution of family 
expenditures and of family living. The following section 
attempts to explain and discuss these two matters. 


EXPLANATION AND IMPLICATIONS 


Why is Engel’s law of food expenditures not true under all 
normal circumstances found in this universe? All of the rea- 
sons are not known, but there are a few obvious suggestions 
which can be made. The reasons fall fundamentally into two 
classes — those factors which give unusual elasticity of food 
expenditures or which cause a rapid increase in the demand 
for money used for “food,’”’ and those which tend to reduce 
the elasticity, or keep down the demand, for other wants 
besides food. Simple as they appear on first statement, these 
are two very involved sociological complexes, variants of 
Household Budget” (Korrelationen in Haushaltplinen), in Sociologus, 
June 1932, vol. 8, no. 2. 


2. See Tschajanow, Alexander, Die Lehre von der biuerlichen Wirt- 
schaft. 1923, Berlin. 
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which may appear in all societies at all times and under many 
different conditions. 

The studies made so far show that food expenditures nearly 
always increase with increased expenditure. In fact, one can 
say that in nearly all known cases increases of income (in 
money or goods) are associated with the use of an increased 
amount of that income for food consumption or its associated 
behavior. I know of no exceptions to this rule. It is one of the 
most elementary and important laws of living. As a matter of 
fact it is so elementary and important that, tho always recog- 
nized, it has often been overlooked by those “‘social doctors”’ 
who try to point out laws of improved living. With their 
attention directed at ‘‘advancement”’ and “cultural’’ expend- 
itures, many of these persons would have the mass of human- 
ity imperil their chances for food. Thus the Oriental peasant 
is encouraged to give up the home production of food and 
clothing, in order that he may buy salt fish, polished rice, 
imported cigarettes, a tin roof for his house, and other things 
which imperil his livelihood and leave him without food in a 
depression.’ In America the food budget is cut down in order 
that the child may afford the private kindergarten and to per- 
mit the parents to absent themselves for ‘‘intellectual food.” 

What particular circumstances cause food expenditures to 
increase so rapidly that they form a higher proportion of a 
higher income? In a peasant society there are several circum- 
stances which explain this. First of all, the diet of peasants 
under a regime of self-sufficiency or near self-sufficiency is 
generally of a neutral or insipid nature.t That is why there 

3. See my remarks concerning central Siam in the study cited. The 
above statement that there are no exceptions to the rule of increased 
food expenditures with increased income should be tempered somewhat. 
In a study which I made in 1928 for the cities of Mankota, Minnesota, 
and Fargo, North Dakota, I found that the income classes “from $15,000- 
$25,000” and “above $25,000” spent less for food than the class “from 
$10,000-$15,000.” At the same time the adult-equivalent sizes of 
households were greater in the higher income groups. Other studies of 
the higher income classes would probably show more exceptions. 

4. See here also Schnapper-Arndt, G. Fiinf Dorfgemeinden, Leipzig, 
1883, p. 126. Engel understood this phenomenon and discussed it in 


detail as follows: ‘‘The figures of table 21, without doubt, indicate the 
operation of a natural law which influences human beings in the choice 





























ERNST ENGEL’S LAW OF EXPENDITURES 97 


are a thousand ways of disguising the same food (curries and 
spices) among all peasant societies. An increased income is 
generally associated with trading and purchase of other food 
materials. Consequently the first major increase in the food 
budget among these families is not only, or always, for addi- 
tional food but generally for another type of food. It is this 
other type of food which makes the expenditures rise rapidly, 
and often gives the family fewer calories and poorer food con- 
ditions at greater total and proportionate expense.’ Second, 
their food is primarily of vegetable origin, and the change to 
animal food, which accompanies increasing income, is an addi- 
tion to the same principle cited above and gives the same gen- 
eral results. 

In these same peasant or rural societies the ordinary social 
stimulus to conspicuous expenditure, other than on food, is not 
so important as it is in societies where communication is more 
highly developed. Thus the Chinese aim to have “a big 
belly,” if they can afford it. Peasant girls who can cook well 
are considered desirable matches in all countries. This social 
pressure or lack of contrary stimuli tends to keep down the 
increase in “other’”’ expenditures. 

In addition to these, certain phenomena which explain the 
rapid increase of food expenditures among residents of cities 
or urban districts, where the above mentioned peasant condi- 
tions do not generally exist, also explain a part of the phe- 
nomena in rural districts. This is partly due to certain prin- 
ciples concerning the nutrition of man which explain great 
variations in food consumption. It is known at the present 
time that the actual ingestion of food measured by calory 
of food materials. The struggle to consume better kinds of nourishment, 
the striving to increase the proportion of animal foods consumed is 
greater than the striving to increase total amounts of consumption. 
The chief desire is not to fill the stomach but to supply the blood, meat 
and bones with the necessary and proper amounts and kinds of needs. 
With reference to the first social class the animal foods consumed amount 
to 11.46 per cent of the total costs; 14.00 per cent for the second class; 
16.75 per cent for the third class, and 19.46 per cent for the fourth class. 
The relation of these figures is as 1.00: 1.35:1.89: 2.36.” (Die Leben- 


skosten, op. cit.) 
5. See the proofs of this particularly in the study by Grotjahn cited. 
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units has tremendous possibilities of variation between the 
amounts which adults can live on and the amount which they 
will eat when the opportunity affords.’ Second, the expense 
quality of the actual foods eaten shows a tremendous variation 
between that of persons near actual subsistence and the foods 
which will be eaten when they can be afforded.’ Third, the 
services furnished with food, forming a part of the food ex- 
pense, have tremendous possibilities of variation. The com- 
bination of these three possibilities gives a joint elasticity to 
the food budget among rural and lower urban levels of con- 
sumption which often causes food consumption, as measured 
by expense, to form an increasing proportion of the consump- 
tion dollar. After a certain level is reached, food consumption 
seems to furnish an increasing food expenditure dollar, but the 
rate is so slow that the proportion diminishes. This is where 
“Engelism’”’ begins— and probably ends. Above these 
groups are the wealthy classes, whose expenditure habits are 
practically unknown, in spite of the many studies of family 
budgets (some seeming almost purposeless) now in existence. 
All that can be claimed concerning this group, from data now 
on hand, is that ‘‘Engelism’”’ is probably inoperative among 
them. The proportion spent for food has no particular sig- 
nificance for their standard of living. Their most outstanding 
traits of personal expenditure are high variation, extreme in 
proportions invested and, probably, personal extravagance 
(measured from the standpoint of the mass of individuals). 
Very little else is known about this group.*® 

6. See the Atwater series of monographs published between 1890 and 
1910 by the U.S. D. A.; see the study by Grotjahn cited; see Rubner, 
M. “‘Kalorimetrische Untersuchungen,” Zeitschrift fiir Biologie (21 Bd.) 
1885; See K. Oshima, ‘‘A Digest of Japanese Investigations on the 
Nutrition of Man.” U.S. D. A. Exp. Sta., Bulletin 159, 1905. 

7. Both LePlay and Engel made ‘‘laws”’ concerning this. See also 
A. Lichtenfeldt, Uber die Ernahrung und deren Kosten bei Deutschen 
Arbeitern, Basler Volkwirtschaftliche Arbeiten, Stuttgart, 1911. ‘‘Wheat 
bread has been constantly growing more and more into general use 
among the lower classes of the people. This is then luxury,’ said David 
Davies in The Case of Laborers in Husbandry, London, 1795. See also 
Waterman, Elizabeth L. (Gilboy), Wages and Standards of Living of 


English Labor, 1700-90. 1928, Radcliffe College (unpublished thesis). 
8. For these suggestions see the works by Zimmerman in Minnesota 
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Finally, in conjunction with the above principles, is the fact 
that man is a complex being, who always desires complexes of 
things rather than single items. At the lowest part of the 
scale of human living he must have and “wants” something 
of every basic need, similar to the range satisfied by the most 
conspicuous material standard of living. The individual at 
the very lowest plane of living must secure the elements of 
shelter, clothing, appearance, etc., as well as food required by 
the social conventions of the particular civilization in which 
he lives. Since food is an elastic item of consumption, prob- 
ably more so than other items in the lowest extreme scale of 
living, some of its quantity and quality are often sacrificed to 
satisfy these other needs. In New York it was rent of a place 
for shelter which took immediate precedence after the first 
food desires were satisfied, according to Chapin. In Copen- 
hagen it was both rent and taxes, according to Heiberg. In 
Buffalo, it was shelter and clothing. (Fuel and light may be 
included with shelter.) In Liverpool it was also fuel, light, 
and shelter. Among the studies in India and China it seems 
to be either shelter and clothing or both, depending upon 
whether the particular class had a permanent place of abode 
and upon the climate. Among unmarried workers (the rick- 
sha men of the Orient and others) it is clothing, if they belong 
to the class without permanent shelter, and the social costs of 
shelter, if they sleep in an expensive place like an opium den 
or have a permanent shelter. Certain groups, both in the 
East and in the West, find stimulants competing closely with 
food. In the West it is generally alcohol and in the East it is 
opium, Indian hemp, gunja or bai kratawn (Mitragyna Speci- 
osa) leaves. In Eden’s early English families it was clothing. 
Among the LePlay families it was clothing. For the different 
studies the competing factor varies among the necessities for 
existence according to the following principle: things which can 
be secured by an expenditure of time and not money or goods do 
Experiment Station Bulletins Nos. 236, 240, 246, 253, 255 and The 
American Journal of Sociology, May 1928. There are a few details in 
other places. One LePlay budget covers a Chinese family with an 


income of 34,000 francs. The work under Bauer in Switzerland and some 
of the official German studies cover a few of the higher officials (Beamten). 
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not compete materially with food expenditures in the lower scales 
of living; necessities of life which require an expenditure of 
money or goods materially influence food consumption at this 
level of life. 

The implications of this study depend partly upon the 
point of view of the reader. In general they suggest that food 
as a factor in the welfare of people (the standard of living) has 
been under-emphasized by many writers on this subject. It 
may be claimed that the ‘‘Engel” type of standard of living 
applies to not more than a half of the people of the globe. For 
about five per cent of the upper classes it is evident that the 
proportion spent for food has little or no meaning as a measure 
of the standard of living. Another 45 or 50 per cent (the rural, 
the provincial and the very poor classes) are more interested 
in the proportion of their incomes utilized for food, and in 
increasing this proportion, than they are in other types of liv- 
ing expenditures. Most studies of these problems do not 
measure a fair sample of the population, being biased toward 
the urban, the sophisticated, and the fairly well-to-do popu- 
lation. Two or three per cent of the remainder are probably 
more interested in increased food expenditures than in the 
“‘advancement”’ expenditures for psycho-social reasons (being 
satisfied with the non-economic pleasures of large families, 
wishing a start in life or having a particularly strong taste for 
purely “home” entertainment, etc.) This all means that the 
measures of standards of living by the followers of Engel by 
no means approximate the whole world situation. 

A second series of implications lies in the nature of the de- 
mand for consumption goods — a point which needs further 
development. Third, it seems evident that a large part of the 
total population of the globe is interested principally in secur- 
ing most of its standard of living, other than bare necessities, 
through intangible satisfactions of a non-economic nature. 
Are these families in a deplorable state? Are we justified in 
using public resources to stimulate these families to substitute 
market goods for these non-economic intangible satisfactions? 
This is a serious problem. It is where sociology and economics 
meet on a value basis. Probably either extreme in the stand- 
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ard of living has its disadvantages as well as its advantages. 

In conclusion it may be said that Engel’s law has been mis- 
interpreted, and that this misinterpretation has thrown a 
barrier against the further development of analytical studies 
of the distribution of family expenditure. The purified ver- 
sion of Engel’s law (a negative relationship between size of 
income and the proportion of expenditures for food) is but a 
description of a part of the total food expenditure behavior. 
Its validity arises from the fact that at certain income stages 
the more fundamental law of an increased quantity spent for 
food with increased income gives a decreasing percentage rela- 
tionship with income. Its invalidity arises from the fact that 
the same principle of quantitative changes gives different per- 
centage relationships at other ranges of the income scale. 
Thus, it is not fundamental but is exceedingly limited in time 
and space. 

Carte C, ZIMMERMAN. 


Harvarp UNIVERSITY. 
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I 


To the considerable literature which has grown up around 
the question, “can capitalism survive?”, no attention will be 
given in the following pages. No dramatic posing of an unan- 
swerable question can conceal the fact that real importance 
attaches to proposals of change in economic organization 
only as they present a practicable process of change whereby 
the present organization can be amended piecemeal in the 
direction of the desired ends. Whether along the pathway of 
change an economic system is to be described at one point as 
capitalistic and at another as socialistic or by some other 
word is a problem in the connotation of terms which need 
not detain us. In any case our present interest is in proposals 
for collective action in the interest of economic stability and 
efficiency. Among other things that means the elimination of 
severe depressions, whatever accompanying purposes there 
may be. 

Concerning the causes of economic instability, or the rela- 
tive importance of the causes, there is not only much misun- 
derstanding, but also a lamentable absence of agreement. 
From this cause develops the multiplicity of prescriptions, 
and of attitudes toward them. The first prevalent attitude 
to be noted is that of doctrinaire skepticism to be found in our 
most conservative and most radical circles. Evidence of this 
is to be found in the statements of the bankers, Messrs. 
Wiggin, Mitchell and Traylor, in the Hearing of the LaFol- 
lette committee. Assuming the permanence of present 
arrangements, the two former accept business recession as 
inevitable. Mr. Mitchell seems even to approve them. Mr. 
Traylor is only vaguely hopeful of some degree of control. 
Mr. Norman Thomas, assuming that what happens is a 
necessary derivative of private property and individual ini- 
tiative, prescribes collective ownership. In passing over these 
antithetical doctrinaire skepticisms without further comment, 
it may be noted as a striking fact that no American hook 
exists, either conservative or socialist, which gives a reasoned 
statement of why the present system is unamenable to con- 
trolled change in the interest of stability. Mr. Thomas, in 
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America’s Way Oul, builds up a damaging bill of particulars, 
but he gives no serious analytical attention to proposals for 
ordered change. Neither does he bother to explain how the 
socialist state would manage the processes of production and 
distribution. His books proceed upon the spiritual level, con- 
trasting the darker actualities of the present system with the 
ideal purposes and spirit of a socialistic system. It is not a 
very helpful comparison to those who are interested in get- 
ting somewhere from where we are. 

Turning to proposals more constructive in character, one 
finds opinions so various as practically to estop classification. 
Rough lines of division may however be run, between pro- 
posals for control of money and credit on the one hand and 
for the reorganization of industrial control on the other; and, 
again, between those depending primarily upon government 
initiative and private coéperation, respectively. 

Perhaps the most frequently encountered proposal is for 
long range planning of public works. A large fraction of the 
number of The Annals on “ National and World Planning”’ is 
given over to it, and Mr. W. T. Foster and others present it, 
in conjunction with credit control, as a comprehensive policy 
for stabilization. In Business Adrift Dean Donham makes it 
a large part of the obligation of government in the interest of 
stability. It is approved by Mr. Chase, Mr. Soule and Presi- 
dent Frank, by various economists, and by most of the per- 
sons, industrialists among them, who appeared before the 
LaFollette subcommittee. In the literature under review, 
Professor Hansen is almost the only one to discount its effi- 
cacy on theoretical grounds, tho the political difficulty of 
securing the codperation of state and local governments :is 
stressed in the Senate Hearings and in the Annals. This sub- 
stantial unanimity among persons who agree upon almost 
nothing else except the desirability of stability is due to the 
simplicity of the concepts upon which the proposal rests and 
the fact that such planning can be coérdinated with any other 
policies, or lack of them. It runs with support of markets by 
government buying in periods of slack business — an idea 
which any business man can understand; and it does not 
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violate his opposition to the coercive action of government in 
the field of business organization. Whatever the economic 
activities of government, this appears to be a useful palliative, 
a way of using credit for moving the wheels of industry, pro- 
viding employment, and supporting markets at times when 
for whatever reason trade is dull. Perhaps the most succinct 
way of explaining its popularity is in the terms of Dean 
Donham, that it is a policy patently working in the right 
direction, which can be confidently prescribed even in the 
absence of a clear comprehension of the causes of economic 
instability. 

Of the class of proposals prescribing mainly measures of 
monetary and credit control no extended mention will be 
made. One or two observations about them are, however, 
relevant. One is that they necessarily assume a high degree 
of flexibility in the price-system, such that a proper manage- 
ment of money and credit will be readily reflected in the 
appropriate stabilizing adjustments throughout the economic 
system. They imply that substantial economic stability can 
be attained without considerable changes in the system of 
industrial control, and in that sense are fundamentally con- 
servative. As intelligent advocates of such measures, Pro- 
fessor Cassel and Professor Gregory see in cartellization and 
superimposed governmental controls serious obstacles to the 
satisfactory operation of the economic system. 

If in important areas of industrial organization a rigidity 
of prices is achieved capable of long-continued resistance to 
monetary influences, the efficacy and need of banking control 
are necessarily diminished. It is probably at exactly this 
point that expert opinion splits. The question is not merely 
the actual degree of flexibility in the price system, but a 
question of tendency — whether the drive of industrial 
organization is antipathetic to flexibility. It is a question of 
policy also: whether lines of action shall be followed which 
may lead to greater rigidity of prices, or the contrary. The 
influence of measures for economic control upon the price 
structure, if little emphasized by those who wish to “ration- 
alize”’ economic activity, are of crucial importance to those 
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who look to monetary policies. This brief reference to the 
price phase of stabilizing measures is peculiarly relevant, since 
almost all proposals would in operation tend to create greater 
rigidity of prices, a fact which in part defines the character 
of the problem to be solved. Such points are not overlooked 
by Professor Hansen in his Economic Stabilization in an 
Unbalanced World. He is skeptical of the efficacy of mone- 
tary and credit control as a stabilizing influence, partly for 
reasons based upon the unequal or irregular response of prices, 
partly for other reasons. He disapproves, on the other hand, 
of forms of economic planning which increase the monop- 
olistic element in the control of industry, thinking them 
inimical to the dynamic growth of industry such as the com- 
petitive system fosters. Attaching some importance to wise 
currency policies, his own proposals are mainly for palliatives, 
particularly unemployment insurance, for the not entirely 
undesirable and in the calculable future unavoidable instabil- 
ity of production and employment. Presenting them with 
alternatives of stability or economic progress, he confronts 
persons intent upon stabilization by other than currency 
measures a choice which they are unwilling to acknowledge 
as necessary. 

Another angle of approach, not inconsistent with the idea 
of the partially monetary origin of depressions, but different 
in emphasis, is that expressed by Professor Bonn in his Cob- 
den Lecture that ‘the mechanism of distribution . . . has not 
yet adapted itself automatically to production.’’ The deeper 
causes of the depression are, he says, the “‘over-expansion and 
misdirection of capital,’”’ consequent upon nationalistic eco- 
nomic policies, inflation and monopolistic organizations in 
industry. There is here the suggestion, to be found in many 
places (e.g. Prof. E. F. Gay in Foreign Affairs, July, 1932, 
Prof. O. M. W. Sprague in Journal of the Royal Statistical 
Society, 1931, and Prof. A. H. Hansen), that the policies 
both of governments and of concentrated industries, which 
deflect the flow of capital, create rigidity in the price-structure, 
and prevent ready adjustment to changed economic circum- 
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stances, are important reasons for the failure of the economic 
system to operate in a satisfactory fashion. 

This range of ideas moves one on, then, in the direction of 
those who emphasize the necessity of measures dealing directly 
with the organization of industry. The economic system, one 
hears, has moved so far from the idealized process of ready 
and automatic adjustment to price changes that it really is 
no longer, if it ever was, that kind of a system. In the first 
place, the complexity of the process of production and ex- 
change, and the uncertain direction of consumers’ demands 
make impossible the stable operation of industry. In the 
second place the unregulated flow of investment funds leads 
to a wastefully over-expanded condition in industry. Again, 
concentration in the control of industry, induced by the 
financial as well as technical problems of business manage- 
ment, is not a page that can be turned back. Under modern 
conditions of machine mass production, wide markets, indus- 
trial expansion, and mal-distributed purchasing power, a 
situation is presumed to have arisen in which the road back 
to “flexibility’’ is blocked. Both the nationalistic economic 
policies of governments and the monopolistic tendencies in 
industry are in this view tentative, if at times abortive, 
attempts to bring order out of competitive chaos, and point 
the direction of future development. 

While no American book has brought together in a well- 
integrated statement this range of problems, in conjunction 
with a statement of the problems of currency management, it 
is the peculiar virtue of Sir Arthur Salter’s Recovery that his 
book does so, with a penetrating analysis of the trends of 
economic organization and policy in the Western world. Yet 
Sir Arthur predicates the solution of the problems upon a 
degree of social mindedness among bankers and industrialists 
for the attainment of which nothing in his volume lends an 
optimistic outlook. Possible lines of economic reorganization 
and types of control are sketched with so scant a brush that 
they have merely the value of isolated suggestions. Never- 
theless, simply by clearly stating the problems, this book 
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becomes a more valuable contribution to the litei 
economic planning than any American has produced. 


II 


In proceeding to a further examination of proposal. pased 
upon the presumed necessity of some reorganization of indus- 
trial control in the interest of stability and efficiency, it be- 
comes necessary to set up clearly the distinction between 
proposals originating within industry, which generally 
depend upon voluntary action, and those originating else- 
where, which generally depend upon a considerable degree of 
governmental coercion and control. 

In Business Adrift Dean Donham propounds the idea that 
the primary obligation for stabilizing industrial operations 
rests upon “business.”’ ‘The causes [of industrial break- 
down] were largely within control by business and their recur- 
rence in extreme form appears wholly within control by busi- 
ness”’ (p. 55); “business must make its own plans’”’ (p. 113); 
“business should assume the responsibility through planning 
to minimize the evils of unrestricted competition with the 
lack of balance that results from such competition and throws 
many out of work” (p. 114); “Uncodrdinated, individual 
planning for particular situations without reference to the 
total picture . . . will be destructive” (p. 106). Such state- 
ments are entirely in the nature of a challenge. Dean Don- 
ham gives no hint of what sort of plans business men may be 
expected to make. This is somewhat surprising, since it is 
from the principal academic seat of business education that 
one might expect to hear concrete suggestions for collective 
business action. Oddly enough, in both of his books the con- 
crete suggestions are aimost entirely concerned with policies 
of the government. 

It is natural that any discussion of economic stability com- 
ing from leaders of industry should reflect their own experi- 
ence. Such pronouncements as come from that source indi- 
cate their deep concern with what Dean Donham calls “the 
evils of unrestricted competition.” It is this concern which 
lies back of numerous proposals for modifying the antitrust 
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wives strength to the trade association movement. 
_peak...z of the problems of their various industries, indus- 
trialists often speak with acumen and insight. Since, how- 
»ver, ‘cir concern is usually the narrow one of profits, their 
mphds#s' has centered upon securing a freer hand to control 
production and avoiding the serious price competition which 
un overexpanded industrial capacity tends to induce. While 
almost all plans, whatever their source, anticipate some 
levelopment in that direction, proposals which go no further 
2re hardly appropriate to appear in a discussion of economic 
planning. Mr. Myron C. Taylor of the United States Steel 
Corporation makes it almost explicit that fewer persons would 
‘ve employed in industry, creating a problem of unemploy- 
nent about the solution of which Mr. Taylor does not bother 
himself. 

In Business and the Public Interest, Mr. Javits, a lawyer, 
advances the idea that most of the problems of stability can 
be solved by his plan of trade association organization, which 
in addition to the usual features contains a binding agreement 
of members not to sell below cost and the creation of a fund 
to be used for guaranteeing employment or granting unem- 
ployment benefits. It does not include price-agreements, but 
implies possible production quotas. Mr. Javits has long given 
voice to the idea of making everybody rich by protecting 
business profits from the hazards of too much competition; 
but he has never fortified his faith with analysis. He draws 
attention, however, to the potentialities of trade associations, 
within which do undoubtedly lie the germs of a possible 
reorganization of industrial control. 

No one, however, had succeeded in drawing widespread 
attention to the potential functional importance of trade 
associations until Mr. Gerard Swope of the General Electric 
Co., gave utterance to the widely heralded Swope Plan. 
Primarily a plan for unemployment and other insurance to 
be administered through trade associations in which mem- 
bership of the larger industrial enterprises would be com- 
pulsory, it provided also for compulsory uniformity of 
accounts, publicity of financial statements, and for the usual 
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trade association features. The element of government com- 
pulsion to entrance into associations is novel and to most 
business men commenting upon it is distressing; but in the 
Senate Hearings on Senator LaFollette’s bill to establish a 
national economic council Mr. Swope withdrew to the safer 
point of making membership attractive, by permitting pay- 
ments on account of employee benefits to be deductable from 
federal taxation. To the discussion of industrial planning 
with respect to the organization of industry the Swope Plan 
contributes nothing beyond the trite statement that “Pro- 
duction and consumption should be coérdinated on a broader 
and more intelligent basis.” Comment has generally pro- 
ceeded on the assumption that, by intimating the need of 
antitrust law revision, Mr. Swope contemplated the legaliza- 
tion of production agreements and other more or less monop- 
olistic features, under federal regulation. In the Hearings, 
however, he makes it plain that he has nothing more in mind 
than such trade association policies as are now presumably 
legal under the Maple Flooring decision. He disapproves of 
placing any restraints upon the productive policy of business 
enterprises, relying solely upon access to adequate market 
and cost information to effect greater stability. 

The Committee on Continuity of Business and Employ- 
ment of the Chamber of Commerce of the United States, 
approving of Mr. Swope’s insurance scheme, goes further. 
Stating the problem of stability as one of establishing “a 
better balance between production and consumption,” it 
observes that “‘a freedom of action which might have been 
justified in the relatively simple life of the last century cannot 
be tolerated today.” It therefore recommends that “ Busi- 
ness concerns desiring to enter into contracts for the purpose 
of equalizing production to consumption . . . may file such 
contracts with some governmental authority . . . to remain 
effective unless the governmental authority having super- 
vision finds . . . such agreements are not in the public inter- 
est.” The committee also finds that the speculative use of 
credit produces undesirable results, but suggests no measures 
of control. The above proposal may be regarded as the sole 
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contribution of the committee to the subject of economic 
planning. The suggestion is accompanied by no analysis, 
being predicated solely upon the widely accepted hypothesis 
that somehow, no one has ever explained how, excessive 
uncoérdinated competitive production cumulates into a 
depression. No mention is made of the element of price in 
relation to the volume of demand for the products of indus- 
try. One has to invent his own theory of what mental pro- 
cesses underlie suggestions of this sort, but they obviously are 
closely related to some notion of general overproduction and 
to the matter-of-fact knowledge that prices are related to 
volume of production, and that profits fail if prices fall 
too low. 

In spite of the praise accorded Mr. Swope for his “indus- 
trial statesmanship,” industrial leaders questioned at the 
Senate Hearings did not commonly share his hopes of achiev- 
ing stability through trade association action; nor was there 
much support of the proposal of the Chamber of Commerce 
Committee. Mr. Farrell, of the Steel Corporation, suggested 
nothing beyond the status quo. Mr. Anderson, of the Con- 
solidation Coal Co., was entirely skeptical of the possibility 
of stabilizing the bituminous coal industry by voluntary coép- 
eration among the operators. Nor had Mr. Kendall, out of 
bitter experience, much hope for effective trade association 
action in the cotton textile industries. Mr. Fahey, former 
president of the Chamber of Commerce, thought it very 
difficult to effect voluntary agreements on any important 
matters of common interest to all the members of an indus- 
try. Tho he had signed the report as a member of the com- 
mittee, he felt that the Chamber of Commerce committee 
proposal would necessarily lead to government price regula- 
tion and on that account was opposed to it. Pressed on this 
point by Senator LaFollette, the business representatives 
generally gave evidence of no thought upon the problem of 
what would be the test of public interest in production agree- 
ments. The President of the American Federation of Labor 
believed in the coérdination of industry through voluntary 
agreement, but was quite vague. 
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There was common agreement that effective trade asso- 
ciation action in the interest of stable production would be 
desirable if it were possible. The weakness of associations 
was attributed partly to fear of violating the Sherman Act, 
partly to the existence of non-coédperating elements in the 
several industries. The practicability of effective price agree- 
ments, even if permitted, was generally scouted, tho some 
progress toward control of production, if permitted, was 
thought possible in some industries. In the Hearings no 
industrialist offered any suggestion of how to cope with the 
over-development of industrial capacity. One or two only, 
barring vague references to inflation or speculation, exhibited 
any awareness of the monetary aspects of instability. There 
was general agreement that industrial codperation must not 
lead to practices which would carry the threat of government 
regulation of prices. No suggestion of the “rationalization” 
of a whole industry emerged. 

From such a summary of negations it is not to be concluded 
that any lack of grasp of business and technical problems was 
displayed. The intelligent and dispassionate candor with 
which most questions were answered was impressive. But it 
is such a body of negations as has just been noted which must 
be laid alongside the rhetorical exhortation of Dean Donham, 
as evidence of the readiness or ability of “business” to ini- 
tiate policies leading toward stabilization in any social mean- 
ing of the term. What one does observe in Mr. Swope and 
some others is an emergent sense of social obligation upon the 
part of business men. Their minds are groping, within the 
limits of their own understanding, for some means of meet- 
ing it. 

Mr. Samuel Crowther, on the other hand, in A Basis for 
Stability denies the responsibility of the present system of 
business organization for the existence of economic instabil- 
ity. Having opportunely discovered Mr. Carl Snyder’s 
charts, he uses the idea of controlled expansion of credit as a 
comprehensive alibi for business men against any suggestion 
that their activities have any bearing upon stability. What- 
ever the merits of this position, the numerous absurdities in 
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the exposition will make it one of the sadder episodes in Mr. 
Snyder’s life that Mr. Crowther should have undertaken to 
be his expositor. 


III 


The more ambitious development and public exposition of 
the idea of economic planning has been at the hands of a rela- 
tively small number of persons spiritually detached from the 
world of business. The discussion proceeds for the most part 
upon the plane of certain observations with respect to eco- 
nomic organization and processes which were stated at an 
earlier point, to the general effect that the competitive system 
has been so modified and transformed by modern machine 
technique that socially tolerable results cannot be achieved 
through the free play of self-interest. The proposals made 
are an extension of the somewhat limited measures of “social 
control” which have run through our reformist literature for 
many years. 

Perhaps as good a definition of planning as any is that of 
Professor Loucks (in The Annals, July, 1932): ‘‘ ‘economic 
planning’ means a limiting or shaping of individual and cor- 
porate economic activity into group-defined spheres of action 
which are rationally mapped out and fitted, as parts of a 
mosaic, into a codrdinated whole, for the purpose of achieving 
certain rationally conceived and socially comprehensive 
goals.”! Again, in Dr. Lorwin’s words (in World Social Eco- 
nomic Planning, p. 774), “‘a planned economy may, in gen- 
eral times, be defined as a system.of economic organization in 
which all individual and separate plants, enterprises, and 
industries are treated as coédrdinated units of a single whole 
for the purpose of utilizing all available resources to achieve 
the maximum satisfaction of the needs of a people within a 
given interval of time. The essential features are the depend- 
ence of each productive unit upon the entire system, the 
balancing of production and consumption, and the existence 
of some unifying center which can consciously shape the pur- 
poses of the economic system and decide upon the proper use 
1. Italics in the original. 
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of its separate and distinct elements.’’ Miss Van Vleeck 
(in the Hearings on Senate 6215) gives the definition, “the 
integration and coérdination of all branches of production, 
including agriculture, all raw materials, power, fabrication of 
the means of production, all other manufactures, distribution 
and transportation, with finance used as an instrument, in a 
progressively balanced relation to raising and equalizing 
standards of living for the community as a whole.” 

Mr. Person of the Taylor Society says (in The Annals, July, 
1932), “‘the same technique of control which scientific man- 
agement has developed in organizing and managing pur- 
posive effort in individual enterprises . . . is the very tech- 
nique which, adapted to the plane and scale of the problem 
must be utilized in organizing and managing industry as a 
whole.” Again (in the advance copy of his paper at the 
World Social Economic Congress, p. 8) he says, ‘‘The rela- 
tions of competitive units of business enterprise in individual- 
istic industry have not yet been brought under control, and 
constitute a disturbing force which causes periodic disloca- 
tions of the production — distribution mechanism, stoppage 
of industrial processes, unemployment and distress. . . . The 
total of industrial processes . . . must be brought under con- 
trol if disaster is to be averted.” It is appropriate to quote 
Mr. Person at such length, since the idea of extending the 
principles of scientific management to control of the entire 
industrial system thoroly impregnates the literature of plan- 
ning. Mr. Soule (in A Planned Society) quotes with approval 
Mr. Person’s further statement that the substitution of 
coéperative integration for individual self-interest and intu- 
ition will remove the principal causes of economic insta- 
bility. While more guarded in statement, the Committee on 
Continuity of Business and Employment of the Chamber of 
Commerce of the United States remarks that “the recurrent 
dislocations of our economic machinery” are “the natural 
consequence of individual action, when no coérdinating influ- 
ence is exerted over industry as a whole.”’ 

The question which rises at once in the mind is, what, 
exactly, does the idea of coérdination imply in the way of 
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substantive changes in the organization and control of eco- 
nomic life. Mr. Person’s principle of organization, logically 
extended, would appear on the surface to imply monopolistic 
organizations subject to superimposed central control from 
above. Mr. Person is not, however, prepared to go so far. 
At the Senate Hearings his primary emphasis was upon an 
authoritative body to regulate the flow of capital into the 
various industries. He advocated that industry set up “some 
form of self-government,” leaving the powers undefined. It 
appears to be his position that, with investment under con- 
trol, adequate and well-analyzed economic data amassed by 
a governmental agency and passed down through various 
industrial associations to all responsible industrial manage- 
ments would produce important stabilizing consequences, 
“the power of information and understanding is so great.” 
Initiative he thinks must come from the government. 

This unwillingness to go very far in specifying in what 
detailed ways economic controls should be revised runs 
through most of the Senate Hearings. Attention was centered 
on the nature of the problems and how to begin to detail 
with them. The so-called liberal element were uniformly in 
favor of establishing a National Economic Council, with a 
primary duty of amassing and analyzing economic data, and 
of serving in an advisory capacity to the government and to 
business organization. Upon its composition and the extent 
of its authoritative powers there was no consensus. In what 
was perhaps the most comprehensive series of answers pre- 
sented, Prof. J. M. Clark stated the problems in a way not 
unlike that of Sir Arthur Salter, on the whole subordinating 
the problems of industrial control to those of the contro! of 
money and credit. He felt the necessity, however, of the 
establishment of councils within each industry, the organiza- 
tion of which could be initiated by the National Economic 
Council and the activities of which it would supervise. Charg- 
ing such councils with the duty of attacking the problems of 
organization in the several industries, Professor Clark was of 
the opinion that the necessary solutions would vary from 
trade association activities to regulated monopoly. In this 
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idea Mr. Clark did not vary from the older liberal-progressive 
view that the problems of industrial organization should be 
taken up piecemeal, industry by industry, and solved as the 
surrounding circumstances in each case dictate. This is a 
somewhat limited interpretation of planning, as defined in the 
statements quoted. 

Here may be mentioned the report of the subcommittee of 
the Committee on Unemployment and Industrial Stabiliza- 
tion of the Progressive Conference, ‘‘ Long-Range Planning 
for the Regularization of Industry,’”’ in the preparation of 
which Professor Clark participated. The recommendations, 
published in the Hearings, are of the sort just associated with 
his name, with more detail as to objectives, organization, and 
policies. The statement is the most comprehensive treatment 
of the basic problems of planning which has been published. 
Without going into its details, one cannot overlook that it 
calls for control of investment, and for coercive regulation 
with respect to production and prices within those areas of 
industry into which the monopolistic element is permitted to 
enter. The language runs vaguely in terms of the wartime 
bulk-line method of price control and in terms of public utility 
rate regulation. The mechanism of control is not, however, 
outlined, nor the problems connected therewith stated, except 
to say that “the pegging of a limited number of particular 
prices should be avoided.’’ Consequently the discussion ends 
at just the point where, to an economist, it begins to be inter- 
esting. 

One of the most interesting features of the discussion of 
social-economic planning is the extent to which it is domi- 
nated by some variant of Mr. J. A. Hobson’s theory of over- 
saving or under-consumption as the primary cause of eco- 
nomic instability. To mention no others, it is the central 
theoretical proposition in the contributions of Mr. Person, 
Mr. Soule, Dean Donham, President Frank, and Mr. Chase. 
The problem thus set is the establishment of mechanisms for 
directing the flow of income. President Frank in Thunder and 
Dawn concurs with Dean Donham, in the view that it is a 
problem for “‘statesmanlike business leadership.” “The im- 
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perative redistribution of social buying power can be effected 
through far-sighted business, industrial, and financial leader- 
ship, without resorting to political devices” (p. 386). Presi- 
dent Frank, like Dean Donham, presents no grounds for his 
faith and no specifications of fruitful lines of action. It is a 
challenge without counsel. 

To Mr. Soule, on the other hand, the redistribution of 
income entails extensive modifications of the economic struc- 
ture, almost all of which must be initiated by the government. 
In A Planned Society he places this reconstruction on the 
plane of urgent social necessity. “Unless our society is to 
disintegrate and go back to a more primitive state, unless it is 
to abandon machine technology, it must plan and control 
itself as a whole” (p. 270). Unfortunately Mr. Soule gives 
five-sixths of his book to a comprehensive damnation of indi- 
vidualism and a repetition of the story of wartime and Rus- 
sian methods of economic control. In the few pages devoted 
to the problem of planning he defines planning as a “tech- 
nique”’ for “‘attacking problems” and gives general sugges- 
tions along the lines of those presented to the Progressive 
Conference, to which he was signatory. Such statements as 
that we must have “well-planned, non-competitive units of 
agricultural production” are illuminated by no suggestion of 
the means thereto. Mr. Soule’s book is simply at the propa- 
gandist stage, and unfortunately stops short of any picture of 
what a planned society would be like. It is peculiarly un- 
spoiled by analysis, tho one may easily infer the character of 
his economic theory. One incredible omission is that the prob- 
lem of controlling or adjusting prices under centrally con- 
trolled industries is not even mentioned. 

Like Mr. Soule, tho in breezier language, Mr. Chase in A 
New Deal spends most of his space making the capitalistic 
system look foolish; his story is essentially the same. Tho 
frankly socialistic in sympathy, he is coy about proposing 
actual collective control over industrial organizations, center- 
ing his attention on steeply graduated income taxation, con- 
tol of investment, a managed currency, a program of public 
works, and various ameliorative measures. A National Plan- 
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ning Board is to be the germ of future collectivization. 
Strangely enough, tho looking forward to a collectivist organ- 
ization with “control from the top,” such analysis as Mr. 
Chase gives is by way of showing how the capitalistic system 
can be made to work under appropriate currency and invest- 
ment controls. But how a collectivist system could be made 
to work, or how the special interim problems of transition 
could be managed he avoids, wisely no doubt, as they appear 
to be beyond the range of his intellectual competence. 

Professor Beard, in America Faces the Future, not only 
brings together a group of papers which give evidence of ‘“‘a 
change in our intellectual and moral climate’’ with respect to 
social organization, but also presents his own “ blue-prints for 
a planned economy.” He echoes that note of urgency found in 
so much recent writing. Capitalism is viewed as fighting for 
its life by ‘a combination of individual liberty and initiative 
with collective planning, control, and action.”’ Under his own 
plan all important industries would be placed on a public 
utility basis, each industry would be organized into a syndi- 
cate controlled by a holding company, and such companies 
would in turn be under the control of a national economic 
council representative of the various branches of industry. 
At the syndicate level the operations of each industry would 
be rationalized, while at the council level the operations of the 
various industries would be integrated. In effect the plan 
contemplates a modified form of collective ownership, 
approached by a gradual process of conversion of stockhold- 
ers’ equities into long-term bonds. The scheme of control 
arises out of industry itself, so that bureaucratic government 
control is not implied. 

In proposing a thoro-going monopolistic organization of 
industry, Professor Beard goes at once the complete length of 
the logic of coédrdination found in the definitions quoted at an 
earlier point. He does not temporize, like others, with a sys- 
tem half-competitive, or with one where coérdination pro- 
ceeds merely from intelligent voluntary planning, or with one 
where control is exercised at the nerve-centers of credit and 
investment. When one has read over a plan of this sort, the 
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old questions arise again. Why does Professor Beard think 
that an economic system monopolistically organized would be 
at the same time more stable and more productive than a 
competitive system? And how would it manage the matters 
of fixing prices and allocating productive energy and resources? 


IV 


Additional views and plans could be cited in great profu- 
sion. The foregoing notes will, however, serve as a sufficient 
basis for a few concluding comments. 

(1) In this queer clash of opinion it is very noticeable that 
the very complexity of our modern economic organization is 
cited as an urgent reason why we must have centralized plan- 
ning and control and why we cannot have it. One view is that 
the operations are too various, numerous, and complicated to 
be amenable to planned control, an intelligent business view- 
point shared by many economists. The other is that the con- 
fused play of private interest in the situation created by mod- 
ern technology and finance necessarily leads to chaos unless 
brought under control. 

(2) In proposals from business sources there is as yet no 
evidence that even the most highly placed leaders in industry, 
commerce, and finance begin to comprehend what the essen- 
tial characteristics of the problems of economic stability are. 
Their outlook is bounded by the American tradition of private 
enterprise and governmental non-interference, and by the dis- 
cipline of their own preoccupations. Their education is defec- 
tive with respect to the general economic consequences of the 
processes of finance, in the fields of money, credit, and invest- 
ment. There is still a general unwillingness even to contem- 
plate the possibility of any useful service by a government 
which involves curtailment of freedom of action. Such meas- 
ures of collective action as are tolerable to their minds are 
merely those which are self-initiated and voluntarily entered 
into. No plan or line of action proposed from any business 
source appears even remotely to touch the centrally impor- 
tant questions bearing upon the attainment of full and stable 
employment. 
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(3) Upon certain points economists are in essential agree- 
ment, particularly with respect to the central importance of 
the control of credit and investment, so long as freedom of 
enterprise is maintained. The degree of stability which can 
be achieved through control of credit is, however, a debatable 
question, even granting that the mechanisms are well under- 
stood. To possible mechanisms for the control of investment, 
little constructive thought has been given. 

(4) Whether the drift of circumstances under the machine 
technology is necessarily toward industrial regimentation so 
that problems of control must be approached on that assump- 
tion, or whether we may expect the continuance of a competi- 
tive system amenable to financial control, is indeterminate. 
That a mixed situation has developed is clear, one in which 
the varying response of prices and production to credit situa- 
tions vastly complicates the problems of control. 

(5) Up to the present time the writers who look to forms of 
control of a more regimented and monopolistic character have 
failed to come to grips with the really underlying intellectual 
problems. The serious consequences of instability under the 
present order prove nothing concerning the relative merits of 
alternative arrangements. No general outline of alternative 
arrangements can be intellectually convincing, as demonstrat- 
ing their excellence for the ends in view, unless accompanied 
by a rigid and thoro analysis of the operating processes of 
the contemplated arrangements. Sadly enough, the economi- 
cally literate writers upon economic planning are mostly per- 
sons to whom the theory of prices is distasteful, being by some 
strange process associated in their minds with a defense of 
laissez-faire. It is only, however, with the aid of the theory of 
prices that one can make any general statement with respect 
to the operating results of the present system, including its 
aspects of instability. Since a modern economy is unimagin- 
able without a price system, presumably some price analysis 
needs to be done with respect to planned economics. Insofar 
as planning implies the allocation of energies and resources in 
part on other grounds than price stimulus, some demonstra- 
tion needs also to be given of the effect of the methods used 
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upon efficiency as well as upon stability. It may, then, be 
said that such analytical exercises as are appropriate to a dis- 
cussion of planning are at present in a rudimentary stage. 
(6) On what may be called the philosophy of planning no 
comment will be made, except that it involves debatable 
assumptions deserving of independent consideration. It is to 
be said that the character of many proposals is dictated by 
emotional reactions and moral and aesthetic values only 
remotely connected with the matters of stability and effi- 
ciency which have been in the foreground in the discussion. 


The literature of planning then, as evidenced by the books 
and documents cited, is at present in what may be called the 
pamphlet stage. Mainly, it is propagandist, attempting to 
win adherents to the idea of the necessity of “coérdinated”’ 
control. But surely some substantive meaning must be given 
to the idea of coérdination. If this means what Professor 
Beard has in mind, one line of institutional development is 
implied. If Mr. Person’s views are followed, another line is 
implied; if Dean Donham’s, another; and if the Chamber of 
Commerce committee’s, still another. 

And yet, with all its inconsistencies, vagaries, often shal- 
Iowness, the attack upon the adequacy of a system of unreg- 
ulated private enterprise to fulfill the needs ‘of a modern 
economic community, either spiritually or materially, has its 
undoubted negative or stimulating value. Positively, the 
concern with planning has no focus. Those who enroll most 
enthusiastically under the banner seem not to know whether 
they wish to keep the economic system competitive so far as 
possible, with collective or government control over credit 
and over inevitably monopolistic areas of industry ; or whether 
they wish to facilitate or compel the extension of monop- 
olistic organization. Some, like Mr. Chase, seem to favor 
the latter, while making proposals only to accomplish the 
former. Others sigh with relief in passing the really distress- 
ing choices on to an economic council. Others, like Mr. 
Person, develop a logic of monopoly which they refuse to 
implement. Professor Clark seems to stand substantially 
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where he did in “The Social Control of Business’’ which was, 
among other things, a tempered defence of economic liberty. 
Yet he is joined in a report by Mr. Soule, whose objectives 
appear to be much more extensively collectivistic than any 
to which Professor Clark would assent. 

Intellectual and moral pioneers are the easiest people in 
the world to demolish. Their enthusiastic advocacy of ideas, 
the ramifications of which they have not explored, is an invit- 
ing target. To review the literature of economic planning in 
a destructive spirit is, however, not the purpose of these notes. 
Rather, it is to be said as the upshot of it all, that these are 
but first steps, inevitably wavering and uncertain, toward 
something which the pioneers dimly have in view and 
toward which we must move. To analyze the drift of social 
organization, to formulate social objectives, to examine the 
potential measures for achieving them, imaginatively to 
analyze the operating processes of alternative possible forms 
of organization — such are the tasks which those who feel 
concern for the well-being of mankind will be inspired to 
undertake, now as in the past. If planning is a temporarily 
magical word with which to call attention to the perennial 
quest, it may serve a useful purpose. While it appears already 
to be generically meaningless, unhappily unable to harmon- 
ize a medley of voices, a profitable cultivation of the ideas 
implied and stimulated by it will lead to proposals more care- 
fully analyzed and more comprehensively integrated. 


Paut T. Homan. 


CorNELL UNIVERSITY. 








A NOTE ON THE DEVELOPMENT 
OF THE DOCTRINE OF “FORCED SAVING” 


The enhanced interest in the problem of ‘‘ Forced Saving,” 
due to recent developments in the theory of industrial fluc- 
tuations, has led to the discovery of so many more or less dis- 
tinct allusions to that subject in the works of earlier writers 
that the sketch of the development of that doctrine, which I 
attempted in the first chapter of my Prices and Production,! 
has rapidly become out-of-date. Since, in addition to the 
several early references to this problem which have recently 
been noticed by other writers, I have now discovered what is, 
perhaps, their common source, it may be worthwhile to 
redraw my previous sketch of the development of this doc- 
trine. 

Altho it is impossible at the present time to show conclu- 
sively whether, or in what way Jeremy Bentham’s teaching 
on this point was disseminated at the time when he formu- 
lated his opinions, it now appears to me to be practically cer- 
tain that the earliest — and also the clearest and most 
elaborate — statement of this theory is to be found in the 
writings of that author. In a passage which received its final 
form in 1804 — tho it was probably sketched much earlier, 
and not published until 1843 in his Manual of Political 
Economy*— he deals in some detail with the phenomenon 

1. Prices and Production, London, 1931, pp. 17-19. Part of the 
material used in the following note has already been mentioned in the 
German edition of the same work, published shortly after the English 
edition under the title of Preise und Produktion, Vienna, 1931, pp. 18-20. 

2. The Works of Jeremy Bentham, published under the superin- 
tendence of his executor, John Bowring, vol. iii, Edinburgh, 1843, pp. 
31-84. The Manual, as there reprinted, tho the only edition which 
is reasonably complete, obviously does not represent a complete manu- 
script which Bentham intended to be published in that form, but rather 
a compilation by the editor from different manuscripts and some frag- 
ments published by Dumont. Nor is it true, as is frequently asserted, 
that all parts of the Manual, as printed there, date back to 1793. A 
cursory inspection of the Bentham manuscripts in University College, 
London, shows that the material in the published Manual belongs to 
quite different periods and that there is, in addition to it, a good deal of 
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which he calls “Forced Frugality.” He seems to have hit 
upon this idea in exactly the connection in which one would 
expect it to occur first; and his influence on almost all econ- 
omists of the early nineteenth century probably accounts for 
the fact that the idea is mentioned again and again in this 
period in very similar terms, even tho his own statement did 
not appear in print until a much later date. 

It might be expected that the author of the Defence of 
Usury, who was an acute observer of the effects of the Fixa- 
tion of Prices* and who had adopted as his leitmotiv for the 
study of the art of Political Economy the statement that 
“industry is limited by capital,” would turn his attention to 
the problem of whether government measures might not lead 
to an increase of that capital. Indeed, the first example of 
the “broad measures” of governments (i.e., such measures as 
“have for their object the augmentation of wealth in all its 
shapes without distinction’’) which Bentham discusses among 
what he calls Non-agenda of the state, is headed “Forced 
frugality.’ ‘By raising money,” he writes, ‘‘as other money 
is raised, by taxes (the amount of which is taken by indi- 
viduals out of their expenditure on the score of maintenance), 
government has it in its power to accelerate, to an unexampled 
degree, the augmentation of the mass of real wealth. By a 
proportionable sacrifice of present comfort, it may make any 
addition that it pleases to the mass of future wealth; that is, 
to the increase of comfort and security. But tho it has it 
in its power to do this, it follows not that it ought to exercise 
this power to compel the community to make this sacrifice.”’ 
And after a lengthy discussion of this form of Forced Frugal- 
ity, which does not concern us here, Bentham continues: 
‘The effect of forced frugality is also produced by the creating of paper 
money by government, or the suffering of the creation of paper money by 


individuals. In this case, the effect is produced by a species of indirect 
taxation, which has hitherto passed almost unnoticed.” 


apparently very interesting unpublished material. A critical edition of 
all the economic writings of Bentham is urgently needed. 

3. Cf. Manual, chap. iii, seen. 22. Works, ed. Bowring, iii, 66. 
4. Ibid., p. 44, chap. iii, seen. 4. 
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Bentham then proceeds to study, as example 2 of his 
“broad measures” among the non-agenda, the effects of 
increasing money in some detail. ‘Labor,’ he begins, “and 
not money, is the real source of wealth. 


All hands being employed, and employed in the most advantageous 
manner, wealth — real wealth — could admit of no further increase; but 
money would be increasable ad infinitum. The effect of every increase 
of money (understand, of the ratio of the quantity of money employed ' 
in the purchase of things vendible, to the quantity of things vendible 
for money) is to impose an unprofitable income tax on the incomes of all 


= incomists.’’ 

_--~ “Tf, on the introduction of the additional money into circulation, it 
pass in the first instance into hands which employ it in the way of unpro- 
ductive expenditure, the suffering from this tax remains altogether 
uncompensated; if before it come into any hands of that description, it 
have come into hands by which it has been employed in the shape of 
capital, the suffering by the income tax is partly reduced and partly 
compensated. It is reduced by the mass of things vendible produced by 
means of it: a mass by the amount of which, were it not for the cor- 
responding increase in the mass of money, the value of the mass of 
money would pro tanto have been increased, and the prices of things 
vendible decreased. It is in a certain degree, tho in a very inade- 
quate degree, compensated for by the same means; viz. by the amount of 
the addition made to the quantity of sensible wealth — of wealth possess- 
ing a value in the way of use. Here, as in the above case of forced frugal- 
ity, national wealth is increased at the expense of national comfort and 
national justice.” 


5. Here Bentham appends the following very interesting footnote, 
which is curious as an early attempt to estimate the quantitative 
importance of this phenomenon: ‘‘The following is an indication of the 
indirect income tax resulting from the increase of money: In Britain 
(anno 1801) money is about £72,000,000; income about £216,000,000 
(72:216::1:3). Each million added to money adds therefore three millions 
for ever to pecuniary income; and this (setting aside the 15 per cent for 
ever — £150,000 — for profit on the million if employed in the shape of 
capital) without addition to real income. If, in every year, £2,000,000 
be added to money (plus £300,000 for an equivalent to the addition 
made as above to real wealth) then in 36 years (anno 1837) the nominal 
or pecuniary amount of a mass of real income equal to the amount of 
1801, will be doubled, i.e., become £432,000,000; to which will be added 
£10,800,000 for an equivalent to the intermediate addition to real 
wealth (£300,000 X36). But the £432,000,000 of 1837, being worth not 
more than the £216,000,000 of 1801, each £100 of the £432,000,000 will 
be worth but £50 of the £216,000,000; that is, the income of each fixed 
incomist will, by that time, have been subjected to an indirect income 
tax of £50 per cent. He whose pecuniary income of 1837 is double what 
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After some further remarks on the same subject, which 
there is no need to quote here, Bentham continues: 


**No sooner, however, does such additional sum of money pass on from 
the hands by which it is employed in the shape of capital, into those 
hands by which it is employed in adding to unproductive expenditure, 
than its operation in the way of making an addition to real wealth is at 
anend. No sooner does it go in addition to money employed in the pur- 
chase of articles for consumption, than its power of producing an addi- 
tion to the mass of the matter of real wealth is at an end: thenceforward 
and for ever it keeps on contributing by its whole amount to the increase 
in prices, in the same manner as if from the mines it had come in the first 
instance into an unproductive hand, without passing through any pro- 
ductive one.” 


As an historical fact, however, Bentham thinks that 


“Tt is a matter of uncertainty what part, and even whether any part (of 
the increase of wealth) has been produced by the addition to money, 
since without any such addition it might have been produced as well 
as by it.” 


Shortly after Bentham had given definite shape to his 
thoughts in 1804 (from his manuscripts it seems clear that he 
had been working on them at least as early as 1801 — perhaps 
much earlier) he noticed that he had already been anticipated. 
On March 22, 1804, he wrote to his French editor, Dumont: 


“‘T had been working at, and thought to have finished a concise view 
of the influence of money in the increase of wealth as a specimen of the 
‘Precognita,’ preparatory to the practical part— the Agenda and 
Non-agenda. But, just now, I got returned from Trail my Thornton and 
your Wheatley; and I see few ideas in my papers that are not to be found 
somewhere or other in their books. What I could hope to do would be 
little more than substituting method to chaos, and keeping clear of con- 
tradictions, which are to be found in both, but more particularly in 
Wheatley. The moral is that I should go quietly back to Evidence . . .’”* 


it is in 1801, will in point of weaith be neither a gainer nor a loser by the 
change. Not so in point of comfort. For by so much as he is a gainer in 
wealth the one way, by so much is he the loser in the other; and by the 
nature and constitution of the human frame, sum for sum, enjoyment 
from gain is never equal to the suffering from loss.” 

6. See Works, ed. Bowring, vol. x, p. 413. Bentham had already read 
Thornton two years before and had praised him highly in a letter to 
Dumont dated June 28, 1802. He wrote, ‘‘This is a book of real merit — 
a controversy with him would be really instructive. I have tumbled it 
over but very imperfectly, that not being the order of the day, and for 
fear of calling off my attention, and absorbing my capacity of exertion. 
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While Wheatley’s Remarks’ seem, however, to contain 
nothing upon the problem which interests us here, Thornton 
had indeed expressed similar thoughts in the following para- 
graph of his Paper Credit :* 

“It must also be admitted that, provided we assume an excessive 
issue of paper to lift up, as it may for a time, the costs of goods tho not 
the price of labor, some augmentation of stock will be the consequence; 
for the labourer according to this supposition, may be forced by his 
necessity to consume fewer articles, tho he may exercise the same 
industry. But this saving, as well as any additional one which may arise 
from a similar defalcation of the revenue of the unproductive members 
of the society will be attended with a proportional injustice and hard- 
ship.” 


The next and much more detailed exposition of this phe- 
nomenon which I have noticed — that of Malthus in his 
review of Ricardo’s High Price of Bullion‘’— I have already 


But, one of these days, I may not improbably grapple with him. Admit- 
ting all his facts with thanks — agreeing with him in almost all his con- 
clusions — but disputing with him what seems (as far as I have yet seen) 
to be his most material conclusion, viz., that paper money does more 
good than harm. Here is a book of real instruction, if the French are 
wise enough to translate it; the style clear, plain, without ornament or 
pretension; the reasoning close.’’ (Ibid., p. 389.) Dumont seems to have 
taken the hint. At least, the Bibliothéque Britannique of Geneva, 
where, in earlier. years, Dumont had published part of the Manual and 
other manuscripts of Bentham, published in its volumes XXI-XXIII 
(1802 et seq.) six long extracts from Thornton’s book, announcing at the 
same time a forthcoming French translation. 

7. John Wheatley Remarks on Currency and Commerce, London, 
1803. 

8. Henry Thornton, An Enquiry into the Nature and Effects of the 
Paper Credit of Great Britain, London, 1802, p. 263. Attention has 
already been drawn to this remark of Thornton by Prof. C. Bresciani- 
Turroni, Le Vicende del Marco Tedesco, Milano, 1931, p. 240. 

9 Edinburgh Review, vol. xvii, No. XXXIV, February 1811, p. 363 
et seq. Cf. also Ricardo’s reply in the appendix to the fourth edition of 
his pamphlet on The High Price of Bullion. ‘‘If such a distribution of 
the circulating medium were to take place, as to throw the command of 
the produce of the country chiefly into the hands of the productive 
classes — that is, if considerable portions of the currency were taken 
from the idle and those who live upon fixed incomes, and transferred to 
farmers, manufacturers and merchants, the proportion between capital 
and revenue would be greatly altered to the advantage of capital; and, 
in a short time, the produce of the country would be greatly augmented.” 

‘‘Whenever, in the actual state of things, a fresh issue of notes comes 
into the hands of those who mean to employ it in the prosecution and 
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quoted at some length in Prices and Production. Here I only 
want to draw the attention of the reader to the striking 
similarity between the phrasing of Malthus and that of 
Bentham. Since my mention of Malthus in this connection, 
my attention has been drawn to an almost simultaneous dis- 
cussion of the same problem by Dugald Stewart which, how- 
ever — like Bentham’s contribution — did not appear in 
print until many years afterwards.' In a series of memoranda, 
which he wrote in 1811 for Lord Lauderdale, on the Bullion 
Report and which were reprinted as an appendix to his lec- 
tures on Political Economy, he objects to the over-simplified 
formulation of the quantity theory, employed in the reason- 
ing of the Bullion Report, and stresses the more “indirect 
connection between the high prices and an increased circulat- 
ing medium.” He quotes first a statement from a letter by 
Lord Lauderdale that 


‘* By the same act with which a bank increases the circulating medium 
of a country, it issues into the community a mass of fictitious capital, 
which serves not only as circulating medium but creates an additional 
quantity of capital to be employed in every mode in which capital can be 
employed,” and then adds: ‘‘The explanation you have given of the 
process by which this affects the price of commodities, coincides so 
exactly with my own ideas that it would be quite superfluous for me to 
follow out the speculation any farther. The radical evil, in short, seems 
to be, not the mere over-issue of notes, considered as an addition to our 
currency, but the anomalous and unchecked extension of credit and its 
inevitable effect in producing a sudden augmentation of prices by a 
sudden augmentation of demand. The enlarged issue deserves attention, 
chiefly as affording a scale for measuring how far this extension has been 
carried. The same degree of credit, if it could have been given without 
the intervention of paper currency, would have operated in exactly the 
same way upon prices, and upon everything else.” (p. 440.)? 
extension of profitable business, a difference in the distribution of the 
circulating medium takes place, similar in kind to that which has been 
last supposed; and produces similar, tho of course comparatively 
inconsiderable effects, in altering the proportion between capital and 
revenue in favor of the former.” The continuation of the passage is 
quoted in Prices and Production, p. 18. 

1. Cf. The Collected Works of Dugald Stewart, ed. by Sir William 
Hamilton, London, 1855, viii, 440-449. The reference to Dugald 
Stewart in this connection I owe to Prof. Jacob Viner. 

2. Cf. J. M. Keynes, A Tract on Monetary Reform, London, 1923, 
p. 184, and Prof. Edwin Cannan’s article Limitation of Currency or 
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Stewart then discusses some different opinions stated by 
Thornton in the Bullion Report and by Huskisson, and pro- 
ceeds to draw a conclusion which, in a curious way, antici- 
pates the subject, and even the formulation, of a well-known 
recent controversy: 

‘I have dwelt the longer on this particular view of the subject, con- 
sidered in contrast with that adopted by Mr. Thornton (and apparently 
sanctioned in the last passage quoted from the Bullion Report) because 
the two opinions lead obviously to two very different conclusions con- 
cerning the nature of the remedy suited to the disorder. The one opinion 
suggests the propriety of limiting credit through the medium of a 
restricted currency; the other of limiting the currency through the 
medium of a well regulated and discriminating credit. If the radical evil 
were merely an excess of the circulating medium, operating as such 
without the combination of any other cause, it would follow that a reduc- 
tion of this quantity, by whatsoever means it were to be brought about, 
and however violent the effects which it might threaten, would be the 
only measure competent to the attainment of the end. But if, on the 
other hand, this excess be only symptomatic of another malady, with 
which, from particular circumstances, it happens to be co-existent (of an 
extension of credit, to wit, calculated to derange the pre-existing rela- 
tions of demand and supply) then in that case the restriction and regula- 
tion of this credit, ought to be regarded as the primary object, and the 
reduction of our circulating medium attended to solely as an indication 
that the cure is progressive” (p. 443). 


Stewart adds that, in his opinion, a repeal or relaxation of 
the anti-usurious laws ‘‘ would go to the root of the mischief 
by a process more effectual, and at the same time more gentle 
and manageable in its operation, than any other that I can 
imagine,” and quotes in corroboration of that view, the pas- 
sage from Thornton in which this author anticipated Wicksell’s 
theory as to the effect of a money rate of interest which is 
below the “natural” rate. A little later, Stewart comes back 
to this point, insisting that ‘the primary cause of the depre- 
ciation is the artificial cheapness in the rate at which, in con- 
sequence of the laws against usury, the use of money may be 
obtained” (p. 447). And before he concludes this letter 
Limitation of Credit, Economic Journal, vol. 34, 1924, reprinted in the 
author’s An Economist’s Protest, London, 1927. 


3. Henry Thornton, I.c. p. 287. The passage is quoted and discussed 
in my Prices and Production, pp. 12, 13. 
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(which was written in March 1811) he mentions that he has 
just seen the article (by Malthus) in the Edinburgh Review of 
February and that he was agreeably surprised to find the 
passage to which I have already alluded, which he quotes in 
full (pp. 448-449). 

After all this, there can be little doubt that the theory of 
“forced saving” was fairly widely known among monetary 
writers in the early nineteenth century; and I should not be 
surprised if a closer study of the literature of the time revealed 
still more discussions of the problem. Indeed, Prof. A. M. 
Marget has noted a rather general allusion to it in R. Torrens’ 
Essay on the Production of Wealth. But it would be sur- 
prising if an idea, which was discussed as widely as this one 
was, should in the course of time be entirely forgotten; and 
this was by no means the case here. John Stuart Mill in the 
fourth of his Essays on Some Unsettled Questions of Political 
Economy —‘‘On Profits and Interest’’— written in 1829 or 
1830, goes at least so far as to mention that, as a result of the 
activity of bankers, “revenue” may be “converted into 
capital; and thus, strange as it may appear, the depreciation 
of the currency, when effected in this way, operates to a cer- 
tain extent as a forced accumulation.”*® But he believed then 
that this phenomenon belonged to the “further anomalies of 
the rate of interest which have not, so far as we are aware, 
been hitherto brought within the pale of exact science.’"® The 
first editions of his Principles seem to contain nothing on this 
point. But in 1865, in the sixth edition, he added to his chap- 
ter on “Credit as a Substitute for Money” a footnote which 
so closely resembles the statement by Malthus that it seems 
very probable that something — perhaps the publication of 
D. Stewart’s Collected Works, in 1855, containing the dis- 

4. Robert Torrens, An Essay on the Production of Wealth, London, 
1821, p. 326 et seq. The reference is given by Prof. A. W. Marget in his 
excellent article on Léon Walras and the ‘‘Cash Balance Approach’’ to 
the Problem of the Value of Money, Journal of Political Economy, vol. 
39, No. 5 (October, 1931), p. 598. 

5. John Stuart Mill, Essays on Some Unsettled Questions of Political 
Economy, Second Edition, London, 1874, p. 118. I owe this reference to 


Mr. Victor Edelberg. 
6. Ibid., p. 114. 
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cussion to which we have already referred (including the quo- 
tation from Malthus) — had directed his attention to the 
earlier discussion of the point. 

The footnote, which qualifies a statement made in the text 
that credit serves only to transfer capital from one person to 
another, is as follows: 


“‘To make the proposition in the text strictly true, a corrective — 
tho a very slight one — requires to be made. The circulating me- 
dium existing in a country at a given time is partly employed in pur- 
chases for productive, partly for unproductive, consumption. Accord- 
ing as a larger proportion of it is employed in the one way or in the other, 
the real capital of the country is greater or less. If, then, an addition 
were made to the circulating medium in the hands of unproductive con- 
sumers exclusively, a larger portion of the existing stock of commodities 
would be bought for unproductive consumption, and a smaller for a pro- 
ductive, which state of things, while it lasted, would be equivalent to a 
diminution of capital; and, on the contrary, if the addition made be to 
the portion of the circulating medium which is in the hands of producers, 
and destined for their business, a greater portion of the commodities of 
the country will be, for the present, employed as capital, and a less 
portion unproductively. Now an effect of this latter character naturally 
attends some extensions of credit, especially when taking place in the 
form of bank notes or other instruments of exchange. The additional 
bank notes are, in ordinary course, first issued to producers or dealers, 
to be employed as capital; and tho the stock of commodities in the 
country is no greater than before, yet as a greater share of that stock 
now comes by purchase into the hands of producers and dealers, to that 
extent what would have been unproductively consumed is applied to 
production, and there is a real increase of capital. The effect ceases, and 
a counter-process takes place, when the additional credit is stopped, and 
the notes called in.’”? 


Only fourteen years after this remarkably clear statement 
by John Stuart Mill, we find that exposition of the theory of 
“forced saving’’ to which the modern developments can be 
pretty definitely traced. Whether Léon Walras, who in 1879 
devoted a long section of his Théorie Mathématique du Billet 
de Banque to a discussion of it, had been directly influenced by 

7. J. S. Mill, Principles of Political Economy, Ed. Ashley, p. 512. 
This passage in the Principles has been pointed out by Prof. Marco 


Fanno in his article ‘‘Cicli di produzione, cicli di credito e fluttuazioni 
industriali,’”’ Giornali degli Economisti, Mai, 1931, p. 31 of the reprint. 
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Mill is not known; but it seems quite probable. That Walras 
inspired K. Wicksell and, through Wicksell, all the later Ger- 
man authors who dealt with the problem, there can be little 
doubt. But Walras’ very interesting discussion had been 
practically forgotten, and attention has only recently been 
drawn to it by Professor Marget in the article quoted above. 
Indeed, Walras there gives more than his disciple Wicksell — 
or any other author up to quite recent times. In a section 
headed “‘ Accroissement du Capital par |’émission des Billets 
de Banque,” he analyses, in great detail, what he calls the 
undeniable fact that ‘“‘ L’émission des billets de banque pour une 
certaine somme permet une augmentation dans la quantité du 
capital pour une somme égale.’’® He sees clearly that the expan- 
sion of bank credit “‘crée non pas un capital nouveau, mais 
une demande nouvelle de capital, et le capital lui-méme reste 
a créer’’; in consequence, “la proportion de la production des 
revenues consommables et des capitaux neufs est changée, il 
y a diminution dans la quantité des uns et augmentation dans 
la quantité des autres.” The situation is not quite the same as 
in the case of a sudden and considerable increase in saving, 
because 

“dans le cas de |’émission des billets de banque, comme cela aurait 
aussi lieu dans le cas de la découverte de monnaie métallique, il y a 
augmentation de demande d’un cété sans diminution de demande de 
l'autre, et, par suite, augmentation dans la valeur totale de la produc- 
tion. Ainsi: L’émission de billets de banque pour une certaine somme 
amére, pendant toute la période d’émission, une hausse du prix des produits 








consistant en 1 con bles et capitaux neufs qui se mesure approxi- 
mativement par le rapport du montant de lV’ émission au montant du revenu 
social antérieur. Ce phénoméne est transitoire une fois |’émission ter- 


minée, la hausse en question disparait, et il ne subsiste plus que celle 
provenant dé la dépréciation du métal précieux.”’ 

Finally, Walras elaborates this theory in algebraic form 
and gives an arithmetical example in order to show what the 
practical importance of the phenomenon may be. 

In Wicksell’s exposition,’ this idea, altho only briefly men- 
tioned, becomes an integral part of his theory as to the effect 

8. Cf. Léon Walras, Etudes d’Economie Politique Appliquée, 


Lausanne and Paris, 1898, pp. 348-356. 
9. Knut Wicksell, Geldzins und Giiterpreise, Jena, 1898, pp. 103, 142. 
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of a money rate of interest which is different from the equi- 
librium rate. From Wicksell, the idea was taken over by 
Mises,! who elaborated it still further, and from Mises by 
Schumpeter.? Through their influence, it has recently become 
quite a familiar feature of German writings on the subject,’ 
even before the interest in these problems was further stimu- 
lated by the new, and apparently independent, development 
of similar ideas among the Cambridge School of Economists. 
Mr. D. H. Robertson’s “Imposed Lacking’’ and Professor 
Pigou’s “Forced Levies” are, of course, just the same thing 
as Bentham’s “Forced Frugality,” J. S. Mill’s “Forced 
Accumulation” and the “‘Erzwungene Sparen”’ or “ Zwangs- 
sparen”? of Wicksell and the German authors. Mr. J. M. 
Keynes, however, who discusses the same problem in his 
Treatise on Money,‘ rejects this terminology and prefers to 
speak simply of investment being in excess of saving; and 
there is much to be said in favor of this. Unfortunately, how- 
ever, Mr. Keynes uses the terms “saving” and “investing” 
in a sense quite different from the usual one, so that, for 
some time, the danger of confusion may make difficult the 
acceptance of what is perhaps the better terminology. 


F. A von Hayek. 
LONDON ScHoon or Economics 


1. L. v. Mises, Theorie des Geldes und der Umlaufsmittel, Miinchen 
1912. 

2. Josef Schumpeter, Theorie der wirtschaftlichen Entwicklung, 
Leipzig, 1912. 

3. These more recent German developments have been discussed, in 
some detail, in an article by Dr. Erich Egner, Zur Lehre vom Zwangs- 
sparen, Zeitschrift fiir die gesamte Staatswissenschaft, 1928. 

4. i, 171. 





“ELASTICITY OF DEMAND” 
FROM BUDGET STUDIES 


The statistical measurement of elasticity of demand for 
particular commodities is difficult in that the demand con- 
cept is instantaneous while market data are spread through 
time. That is, the concept of elasticity of demand is one of 
changes in quantities taken accompanying changes in price 
at a given moment, while market data show quantities taken 
at different times under different prices. The statistician who 
wishes to use such data is forced to assume either that there 
have been no changes in the nature of the demand function 
during the period studied, or that such changes have been 
characterized by a simple regularity.' 

It has been suggested? that this difficulty may be met by 
utilizing data from family budget studies. Such data are 
taken at a point of time, and should not be subject to histor- 
ical changes in the nature of the demand function. 

In order that the method of deriving coefficients of ‘elas- 
ticity of demand” from consumer budgets may be under- 
stood, it will be helpful to compare the neo-classical definition 
of elasticity of demand with the concept as seen by the 
worker with budgetary data. Either concept may be stated 
in two ways, and the statements are parallel. 

The most widely known definition of elasticity is, perhaps, 
that of Marshall.* He defines elasticity of demand in the fol- 
lowing mathematical terms: 

Let x=quantity taken. 

Let y=price per unit. 

1. This fact has been widely recognized in the literature. For more 
complete discussion see, for example, Marshall, Principles of Economics, 


8th Edition, p. 109 et seq.; Henry Schultz, Statistical Laws of Demand 
and Supply, p. 24; Warren C. Waite, Economics of Consumption, p. 97 
et seq. 

2. For example, by A. C. Pigou, The Economics of Welfare, 2d Edi- 
tion, Appendix II; and Jacob Marschak, Elastizitat der Nachfrage. 

3. Marshall, op. cit., p. 103 et seq., ‘and Mathematical Appendix, 
Note III. 
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“ELASTICITY OF DEMAND” 


Then elasticity of demand =“ / 2. jah a 2 
z/y 4d (log y) 
If we define budgetary elasticity in parallel terms we shall 
state it thus: 


Let s=amount spent for the commodity. 
Let y=amount of income. 

1 

d— 


Then budgetary elasticity = le d (log x) . 
P 


1 
a( too) 
y y 


In the Marshallian case it is recognized that zy= constant 
with an elasticity of unity. With unit elasticity of budgetary 


expenditure : = constant. 

But the neo-classical concept may also be stated in terms 
of outlay.‘ Instead of putting the quantity taken as a func- 
tion of price we may put total expenditure as a function of 
price. When so stated, unit elasticity is recognized by the fact 
that the amount expended is constant regardless of price. In 
such cases the demand curve becomes a rectangular hyper- 
bola, or ‘“‘constant outlay curve.” When elasticity is less 
than unity (“inelastic demand’’), higher prices bring larger 
outlays. When the elasticity of demand is greater than unity 
(“elastic demand’’), higher prices bring smaller outlays. 

It is in terms parallel to these that the elasticity from 
family budgets is usually expressed. The concept can be 
stated in these general terms: Suppose that we have budgets 
from many families, and that these are classified according to 
income. If, as we pass from one income group to another 
having a (slightly) greater income, the percentage outlay for 
the commodity in question remains constant, there is unit 
elasticity. If higher incomes are accompanied by smaller 
percentual outlays for the particular commodity, the demand 

4. See, for example, Umberto Ricci, ‘‘ Psychological Foundation of 


the Law of Demand,”’ Journal of Political Economy, 40: 145-185 (April 
1932). 
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is inelastic. If higher income is accompanied by larger per- 
centage expenditures for the particular commodity, the 
demand is elastic. 

While the similarity of the neo-classical statement and the 
statement based on budgetary studies is evident, it is impor- 
tant to keep in mind the fact that the two concepts are radi- 
cally different.’ To talk of coefficients derived from family 
budgets in the same terms which one uses to describe the neo- 
classical demand function is to imply that the concepts are 
the same. Yet the things measured by the two methods 
differ in at least two important respects. 

In the first place, if the results of budget studies are to be 
comparable with Marshallian elasticity of demand, the wants 
of men with high incomes must be identical with those of men 
with low incomes. The demand functions must be identical 
at all income levels. Just as the statistician, in studying 
market data, must assume stability of the demand function 
through time, so must the student of budgets posit stability 
of the demand function throughout the income range. Such 
stability is a priori unlikely. The assumption that shifts from 
one income group to another are analogous to shifts up and 
down a single neo-classical demand curve would seem unten- 
able in the light of what is known of “conspicuous consump- 
tion” and “conspicuous leisure.’’ 

And in the second place, if budget studies are supposed to 
yield results comparable to the Marshallian concept, it must 
be assumed that a change in income has the same effect (or 
the reciprocal of the same effect) as has a change in price. 

5. See Elizabeth Gilboy, ‘‘Demand Curves by Personal Estimate,’ 
Quarterly Journal of Economics, 46: 382-383. 

6. Pigou attempts to explain this difficulty away (op. cit., p. 738) 
with the statement that, ‘‘ With this close grouping we may fairly assume 
that the tastes and temperament of the people in any two adjacent 
groups are approximately the same.” The answer is that in practice 
we cannot divide the data into sufficiently small groups, any more than 
we can get historical data concentrated within sufficiently short periods 
of time. Moreover, the appeal to infinitesimals is peculiar in this case, 
in that minute groupings diminish not only the differences in the char- 
acter of the demand function, but also the differences in budgetary out- 


lay, so that the change in the demand function is relatively as great as 
ever. 
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But it must be noted that the neo-classical concept limits 
itself to single price changes, all other prices being supposed 
constant. Changes in income are not analogous to changes in 
the price of any single budget item. If they are to be com- 
pared with any price changes, they must be compared with 
general and uniform changes of the prices of all items in the 
budget. Thus, far from being similar to the change in the 
price of one commodity, the effect of which is studied by the 
neo-classicist, the concept is similar to one which might trace 
the effect on quantities taken of changes in the purchasing 
power of money. 

The author of this note does not intend to suggest that 
budgetary studies are futile. Pigou’s suggestion, and the 
subsequent work of Marschak and others, are worthy of the 
careful and sympathetic attention of all students of the eco- 
nomics of consumption. But it would be a pity if the term 
“elasticity of demand,” which is already more carefully defined 
than are most of the technical phrases used by the economist, 
were to come into general use in a new and radically different 
sense. Such usage can lead only to confusion.’ It is to be 
hoped that economists will continue to study the relationship 
of changes in income and changes in outlay, but it will be for 
the benefit of all students of economics if the problem be 
) stated in terms of “budgetary elasticity” or some other dis- 
tinctive label, rather than in terms of “‘elasticity of demand.” 


AxuBerT E. Wavuau. 
ConneEcTICUT AGRICULTURAL COLLEGE 


7. This is quite as true of other attempts to re-define the phrase. 
y For example, Professor Boyle, speaking before the American Economic 
Association last December, said, ‘‘I shall use the words ‘elasticity of 
demand’ as synonymous with shift in demand or change in demand.” 
(American Economic’ Review Supplement, vol. 22, No. 1, p. 123.) 
Professor Boyle is careful to point out his departure from customary 
usage, but even so the change is unfortunate. 




















AN EQUATION FOR THE PRICE-LEVEL 
OF NEW INVESTMENT GOODS 


I 


Mr. Keynes’ Treatise on Money is a landmark in monetary 
theory. It clarifies as well as stimulates. A perusal of his 
work inspired the present writer to work out an equation for 
the price-level of new investment goods. In the following an 
attempt will be made first to formulate and then briefly to 
explain and interpret this new equation. 

Since the notations used by Mr. Keynes serve our purpose 
adequately — altho I am conscious of the defects pointed out 
in their definition, in my judgment they are not of a character 
to affect materially the points under discussion — they may 
be bodily adopted for the purposes of this article. It saves 
time, space and trouble of a fresh definition. Besides, since 
two of his fundamental equations will be made use of in arriv- 
ing at the equation which is to follow, there are definite 
advantages in this. ‘Thus, as defined by Mr. Keynes, EF may 
be taken to stand for the money income of the community, 
S for the rate of saving, I’ for the cost of production of new 
investment goods, J for the value of these new investment 
goods, R for the volume of current output of consumption 
goods, C for the volume of current output of investment 
goods, O for the volume of current output of goods as a whole,! 
P for the price-level of R, P’ for the price-level of C, and 7 for 
the price-level of output as a whole.? The two fundamental 
equations of Mr. Keynes which will be made use of and 
referred to in the course of our discussion may also be adopted 
here. These are the equations for the price-levels respectively 
of consumption goods and of output as a whole. 

Thus: 


(1) 





1. Here O=R+C. 
2. For a definition of these terms see Keynes, vol. i, chap. 9. 
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I-S 
+— (2) 


and T= 


Ole 


II 


Now, since the sale proceeds of new investment goods are 
equal to the difference between the sale proceeds of output as 
a whole and the sale proceeds of consumption goods (for by 
definition O=R+C) we have, 


P’.C=7.0—P.R. 


=O(7—P)+P.C. by expressing FR in 
terms of O and C. 


-o(-S_ 1-8), pe. by secslving @ sad P 
O R into their respective com- 
ponent factors as given 

in (1) and (2) above. 
_RUI-S)—(R+C) (I’-S) 

R 
rs palit!’ _U-s 
C R 


+P.C. 








+P. 


4i-= by resolving P into its component (3) 
O CC . factors as given in (1) above. 

Again adopting the notations of Mr. Keynes, if we take W 
to stand for the rate of earnings per unit of human effort, Wi 
for the rate of efficiency earnings and e for the coefficient of 
efficiency, so that W =e.W;, then, 





P= Wit (4) 
1 I-I’ 

al.w 5 

. oS 7 (5) 


Since J — I’ represents the profits realized by the production 
and sale of new investment goods we can rewrite equation (4) 
thus: 
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P=w.t% (6) 
C 

where Q- stands for J—I’. 

This equation, like the fundamental equations of Mr. 
Keynes in respect of P and 7, gives us a simple mathematical 
formula for the price-level of new investment goods. It states 
that the price-level of new investment goods is made up of 
two factors, the first of which represents the level of efficiency 
earnings, i.e., the cost of production, and the second of which 
is positive, zero, or negative according as the value of new 
investment goods is more than, equal to, or less than the cost 
of new investment goods. 

It will be observed that, unlike the price-levels of consump- 
tion goods and of output as a whole, the price-level of invest- 
ment goods is independent of, or more strictly is not directly 
influenced by, the rate of saving by the community. And 
equation (6) tells us the simple truism that the price-level of 
new investment goods, as of any other goods, is equal to the 
rate of efficiency earnings of the factors of production plus the 
rate of profit per unit of output of new investment goods. 

Thus our equation is on all fours with the fundamental 
equations of Mr. Keynes. Indeed in every detail it appears to 
be one of their family and seems to restore the missing 
member. 


III 


It defines the price-level of new investment goods on precisely 
the same lines as the price-levels of consumption goods and 
of output as a whole. Mr. Keynes, however, does this on dif- 
ferent and in my judgment defective lines. At first? he 
assumes it to be some quantity P’ and postpones to section 
(iii) of the chapter on Fundamental Equations (Chap. 10; 
Bk. III) the consideration of the question, ‘‘What does de- 
termine the price of new investment goods?” 

In this section, entitled ‘The Price-level of New Invest- 
ment Goods,” he does not seem satisfactorily to answer his 
question. We shall here attempt briefly to review the line of 


3. i, 137. 




















NEW INVESTMENT GOODS 141 


his argument. After making certain preliminary remarks 
about the choice of the public between spending and saving 
and the subsequent choice between “securities” and ‘ hoard- 
ing’ in which to invest or keep their savings, he observes 
that the public’s preference for savings-deposits relatively to 
‘securities’? depends on their expectations of the return to be 
obtained from savings-deposits and from other securities 
respectively, which is obviously affected by the price of the 
latter, and also by the rate of interest allowed on the former. 
He continues: “If, however, the banking system operates in 
the opposite direction to that of the public and meets the 
preference of the latter for savings-deposits by buying securi- 
ties which the public is less anxious to hold and creating 
against them the additional savings-deposits which the public 
is more anxious to hold, then there is no need for the price-level 
of investments to fall at all.’’> This only means that if the bank- 
ing system behaves in the manner indicated there is no need 
for the price-level of investments to fall, that is to say, the 
banking system can prevent a fall in their price-level. The 
passage does not answer the vital question, What does de- 
termine the price of new investment goods, i.e., what are the 
component factors that constitute it? Again, it refers to the 
price-level of investments and not of the new investments with 
which we are concerned. 

Lower down in the same paragraph he observes, ‘A fall in 
the price-level of securities is therefore an indication® that the 
‘bearishness’ of the public . . . has been insufficiently offset by 
the creation of savings-deposits by the banking system — or 
that the ‘bullishness’ of the public has been more than offset 
by the contraction of savings-deposits by the banking sys- 
tem.” This passage does not answer the question at issue 
any more than the preceding one. It only means that a fall in 
the price-level of investments is an indication of the resultant 
of the relative behavior of the public and the banking system 

4. By “hoarding” Mr. Keynes here means the public’s preference for 
bank-deposits. 


5. i, 142. Italics in last clause mine. 
6. Italics mine. 
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in respect of securities and savings-deposits. The two pas- 
sages together state nothing more than that under the condi- 
tions mentioned the banking system can control the price- 
level of investments and perhaps therefore of new invest- 
ments; control — that is to say, either prevent it from falling 
or help to keep it rising. But they do not tell us anything 
about the component factors of the price-level which the 
banking system is in a position to raise or to depress. Indeed, 
they do not take us any nearer the question at issue than the 
analogous statement that the banking system can control the 
price-level of R and O takes us to the knowledge of the com- 
ponent factors of P and 7, the price-levels respectively of 
Rand O. What follows later in the same section is little more 
than a summary of the passages quoted above and seems stil] 
to miss the question he proposed to consider. 

Our equation (4), on the contrary, clearly indicates the 
component factors on which depends and which determine 
the price-level of new investment goods. 


IV 


Our equation, moreover, helps to indicate the degree of 
independence and also the degree of interdependence of the 
price-levels respectively of consumption goods, of new invest- 
ment goods, and of output as a whole. All the three price- 
levels are simultaneously affected by a spontaneous change 
in the first term of the right-hand side of the equation, i.e., in 
the rate of efficiency earnings of the factors of production. 
The price-level of new investment goods is not directly influ- 
enced by the rate of saving by the community, just as the 
price-levels of consumption goods and of output as a whole are 
not directly influenced by the value and the cost of new invest- 
ment goods respectively, for S is not a factor entering into P’, 
I is not a factor entering into P and I’ is not a factor entering 
into 7. Thus, while a change in S will influence P and 7, it 
will not directly influence P’. Similarly, while a change in I’ 
will influence P and P’, it will not directly influence 7; and, 
finally, while a change in J will influence P’ and 7, it will not 
directly influence P. 























NEW INVESTMENT GOODS 143 


Assuming for the present that the rate of efficiency earnings 
of the factors of production remain unaltered, the magnitude 
and direction of the movements of the price-levels respectively 
of consumption goods, of new investment goods, and of out- 
put as a whole will depend upon the magnitude and direction 
of the changes in the second terms respectively of the three 
equations (1), (3) and (2). That is to say, the degree and the 
direction of the changes in P, P’ and 7 relatively to one 
another will depend upon the degree and the direction of the 
changes in the three factors I’—S, I—I’ and I—S respec- 
tively. The changes in these latter factors again depend upon 
the relative values of J, I’ and S, i.e., the value and the cost 
of new investment goods and the rate of saving respectively. 

Now, assuming for the present that the values of J, I’ and 
S are all unequal to one another, six different combinations of 
relationships between their values are possible. For each one 
of these six relationships we get one set of relations between 
the three factors I’—S, I—I’ and 1—S. And accordingly we 
also get one set of relations between the price-levels respec- 
tively of consumption goods, of new investment goods, and of 
output as a whole for each single set of relations between the 
latter three factors. These six different sets of relationships 
we may summarize as follows:’ 


Case A’ When I’>S>I, 
I'—S is positive; I—I’ is negative; 
and J —S is negative. 


P will tend to rise; P’ will tend to fall; 
and 7 will tend to fall. 


7. In the following cases, P, P’ and 7 are stated as ‘‘tending to fall” 
when they are below equilibrium, irrespective of whether they are tend- 
ing towards it or tending away from it. While in the latter case the 
statement would be correct, in the former, strictly speaking, it ought to 
be: ‘‘tho below equilibrium, is rising towards it.” Similarly when P, P’ 
and 7 are above equilibrium, they are stated as ‘‘tending to rise,” irre- 
spective of whether they fall towards it or rise away from it. Here again, 
while the statement would be correct in the latter case, in the former, 
strictly speaking, it ought to be: ‘“‘tho above equilibrium, is falling 
towards it.” 
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Case B’ When I’>I>S, 
I'—S is positive; ]—I’ is negative; 
and J —S is positive. 
P will tend to rise; P’ will tend to fall; 
and 7 will tend to rise. 
Case C’ When I>I’>S, 
I'—S is positive; I—TI’ is positive; 
and J —S is positive. 
P, P’ and 7 all will tend to rise. 


Case D’ When I>S>I’, 
I’—S is negative; I—I’ is positive; 
and I —S is positive. 
P will tend to fall; P’ will tend to rise; 
and 7 will tend to rise. 
Case E’ When S>I>I’, 
I’—S is negative; I —I’ is positive; 
and J —S is negative. 
P will tend to fall; P’ will tend to rise; 
and 7 will tend to fall. 
Case F’ When S>I’>I, 
I’—S is negative; I—I’ is negative; 
and J —S is negative. 
P, P’ and 7 all will tend to fall. 


Avoiding for the present the temptation of going into the 
detailed interpretation of each one of these six different cases 
separately, we may draw some broad conclusions from them. 
When the values of J, J’ and S are in the descending order of 
magnitude (as in Case C’) all the three price-levels tend to 
rise, and when these are in an ascending order of magnitude 
(as in Case F’) all the three price-levels tend to fall. These 
two cases represent the crest and the slough respectively of 
the credit cycle. But in the remaining four cases it is interest- 
ing to notice that when the price-level of consumption goods 
tends to rise, the price-level of new investment goods tends to 
fall (Cases A’ and B’), and when the former price-level tends 
to fall, the latter price-level tends to rise (as in Cases D’ and 
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E’).® In these four cases, during the upward phase of the 
credit cycle, P rises, and during its downward phase P falls, 
while in each case P’ moves in the opposite direction.°® 

When the rate of saving is in excess of the cost of new 
investment goods, the price-level of consumption goods will 
tend to fall. But in which direction P’ will move simultane- 
ously with (or subsequent to) this movement of P, depends 
on whether the value of new investment goods is (under this 
situation) less than both S and I’ (Case F’), more than both 
S and I’ (Case D’), or is between S and I’ (Case EZ’). In the 
first case (Case F’) P’ will tend to fall with P, while in the 
second case (Case D’) P’ will tend to move in the opposite 
direction to P, i.e., P’ will tend to rise. In Case EZ’, P and P’, 
tho on opposite sides of equilibrium, will be moving in the 
same direction. In Case D’ the rise in P’ will be more than is 
required to counteract the fall in P, so that the price-level of 
output as a whole (7) will tend to rise. But in Case EL’ the 
rise in P’ will be less than is required to counteract the fall in 
P, so that 7 will tend to fall. In Case F’, of course, since both 
P and P’ fall, 7 will also tend to fall.! 

Similarly, when the cost of new investment goods is in 
excess of the rate of saving, P will tend to rise. But in which 
direction P’ will simultaneously tend to move depends on the 
value of J, relatively to this relation between J’ and S. Thus 
in Case C’, P’ will tend to rise, while in Cases A’ and B’, P’ 

8. It will appear that in Case B’, strictly speaking, P’, tho below 
equilibrium, will be rising towards it. The expression, therefore, that 
P’ in this case is ‘‘falling”’ requires to be modified. Similarly in Case Z’, 
tho P’ would be above equilibrium, it would be falling towards it. The 
expression, therefore, that P’ in this case is rising requires to be modified. 

9. It will be seen later, however, that for a certain set of values of J, 
I’ and S, namely, when J =I’>S (Case G), P’ will remain in equilibrium, 
instead of falling, when P rises. Similarly, for another set of values of J, 
I’ and S, namely, when S>J=I'(Case F), P’ will remain in equilibrium, 
instead of rising, when P falls. 

1. This statement of the case, in my judgment, should serve to clear 
up the controversy between Mr. D. H. Robertson and Mr. Keynes on 
the point, namely, whether when P falls (owing to S getting in excess of 
I’), P’ does or does not necessarily rise. The question depends on what 
value J will have relatively to this relation of J’ and S. See Economic 
JOURNAL, September 1931, pp. 400 and 412 et seq. 
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will tend to fall. In Case A’ the countervailing fall in P’ will 
be large enough to bring down the price-level of output as a 
whole, while in Case B’ it will not be so large, with the result 
that 7 will tend to rise. 

Finally, the cases A’ to F’ make it clear that when 7 rises, 
P and P’ cannot both fall and that when 7 falls, P and P’ 
cannot both rise. In these cases P and P’ move in opposite 
directions. But when P and P’ both rise or both fall, 7 rises 
in the first case and falls in the second. 

In the above analysis we have assumed that the values of 
I, I’ and S are all unequal to one another. By this we have 
excluded cases in which any two of these three terms may 
have identical values. Under this latter condition six different 
sets of relations between P, P’ and 7 are possible. These may 
be summarized as follows: 

Case A When I’=S>I, 
I'—S is zero; I—I’ is negative; and I—S is 
negative. 
P will be in equilibrium; P’ will tend to fall; and 7 
will tend to fall. 
Case B When I’>S=I, 
I'—S is positive; I--I’ is negative; and I—S 
is zero. 
P will tend to rise; P’ will tend to fall; and 7 will 
be in equilibrium. 
CaseC When I=I'>S, 
I'—S is positive; I—I’ is zero; and I —S is positive. 
P will tend to rise; P’ will be in equilibrium; and 7 
will tend to rise. 
Case D When I>I’=S, 
I'—S is zero; I—I’ is positive; and J —S is positive. 
P will be in equilibrium; P’ will tend to rise; and 7 
will tend to rise. 
Case E When I =S>I’, 
I'—S is negative; J—I’ is positive; and I —S is zero. 
P will tend to fall; P’ will tend to rise; and 7 will 
be in equilibrium. 
2. Cf. note 7, page 143. 




















NEW INVESTMENT GOODS 147 


CaseF WhenS>I=I', 
I’—S is negative; I—I’ is zero; and I—S is negative. 
P will tend to fall; P’ will be in equilibrium; and + 
will tend to fall. 


Here again, while not entering into the detailed interpreta- 
tion of each of the six cases separately, we may arrive at some 
broad conclusions. It becomes clear from Cases A and D, that 
when P is in equilibrium, P’ and 7 will be either both above 
equilibrium (Case D) or both below it (Case A). Case D will 
occur during the downward phase of the credit cycle, and 
Case A during its upward phase. Similarly when P’ is in 
equilibrium, P and 7 will be either above equilibrium (Case C) 
or both below it (Case F). The latter will be found to mark 
the genesis of the boom and the former (Case C) the down- 
ward phase of the cycle. Finally, when 7 is in equilibrium, P 
and P’ will be on the opposite sides of equilibrium. 

There remains to consider one more case of the relationship 
between P, P’ and 7, namely, when J, J’ and S are all of the 
same value. In this case (which we may call Case X) the 
second terms of all the three equations will be zero and we 
will have a unique relationship between P, P’ and 7 (i.e., 
P=P’=7=W,).* All the three price-levels will be equal to 
the rate of efficiency earnings of the factors of production. 

These conclusions in respect of the relative movements of 
P, P’ and 7 for different values of J, I’ and S are important 
for an interpretation of the credit cycle in the light of the 
analysis made possible by our new equation (4). This would 
require too much space to be undertaken here, but it may be 
stated that if the twelve different cases considered above are 
arranged in the order A, A’, B, B’, C, C’, D, D’, E, E’, and 
F, F’, they will be found to mark twelve well-defined and 
consecutive stages or turning points, Case B’ marking the 
crest and Case E’ marking the slough,‘ of a complete cycle, 

3. Mr. Keynes, on p. 152 of vol. i of his Treatise, while speaking of 
this relationship, excludes P’. 


4. It should be borne in mind that P, P’ and 7 reach equilibrium 
level, the crest and tbe slough respectively of the credit-cycle, at quite 
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i.e., from slough to slough.’ The thirteenth case (Case X) is 
difficult to conceive of as occurring in practice under the 
capitalistic order of society. 


V 


We may now consider one more aspect of equation (4). Its 
right-hand side does not involve, that is to say P’ is not 
directly affected by, either the ‘‘ bearishness”’ or “‘ bullishness”’ 
of the public on the one hand, and the willingness or ability 
of the banking system to inflate or to deflate the volume of 
savings-deposits upon the other. The influence of these fac- 
tors on P’ is not of such direct character as one may be 
tempted to imagine from the passages of Mr. Keynes quoted 
in Section III above, as also from the following which, as 
stated by him, is a summary of his argument in section (iii), 
Chap. 10 of Bk. III: “The price-level of investments as a 
whole and hence of new investments is that price-level at 
which the desire of the public to hold savings-deposits is 
equal to the amount of savings-deposits which the banking 
system is willing and able to create” (p. 143). 

This is not to say that the behavior of the banking system, 
the rate of interest, and the sentiment of the public have no 
bearing whatever on the price-level of new investment goods. 
Indeed, some of these may prove to be potent factors with 
which to bring about a change in P’. But the change in ques- 
tion will be worked out not directly but indirectly via their 
impact on one or more of the factors on the right-hand side of 
equation (4), that is to say, by their impact on J, I’ or W’. 
And if we ignore for the present spontaneous changes in W’, 
since these do not usually occur under the capitalistic order of 
society, a change in the price-level of C would normally be 
the result of a change in the second term of the equation. 
different periods. Here Cases B’ and E’ mark the crest and the slough, 
respectively, of the course of P and not of P’ and rt. 

5. In arranging the cases in the order suggested, the complication 
referred to in note 7 above should be borne in mind. It should also be 
noted that it is Case F and not Case A that marks the genesis of the 
boom; for tho P reaches the equilibrium level only under Case A, it will 


have begun its upward course from the slough when it takes a turn to 
Case F of the new cycle. 
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That is to say, these factors will first impinge upon J or I’, 
the value and the cost of new investment goods respectively. 
The banking system, therefore, in whatever way it may 
behave, cannot directly influence the price-level of C. As in 
the case of the price-levels of R and O, it has to work via the 
second term of the equation. 


B. R. SHENoY. 
Lonpon, ENGLAND 











LONDON LIFE AND LABOR 


When Charles Booth indited the introduction to the final 
volume of his monumental Life and Labour in London, he 
wrote the following words — ‘‘Comparisons with the past are 
absolutely necessary to the comprehension of all that exists 
today; without them we cannot penetrate to the heart of 
things.” 

Approximately a generation after the completion of the 
work of Booth and his associates, another group, under the 
direction of a co-worker in the earlier enterprise, has under- 
taken to act upon Booth’s injunction and as far as practicable 
to go over the same ground as was covered in that pioneer 
study.' 

Of the eight volumes projected, the first two have been 
published. The initial volume is designed to fill in the back- 
ground of the major trends in economic and social change 
that have taken place in the interval between the inaugura- 
tion of the Booth Survey and the undertaking of the present 
study. The bulk of the volume deals with the topic which is 
of primary concern to both investigations, namely, the well- 
being of the working classes of London. The authors have, 
however, found it necessary in addition to trace the course of 
a number of other lines of economic and social activity in 
order to insure an adequate degree of comparability for this 
and other sections of the study. 

Accordingly the work constitutes a comprehensive sum- 
mary of recent events in the economic and social life of the 
London Metropolitan area. Some notion of the range of its 

1. Forty Years of Change, New Survey of London Life and Labour, 
vol. I. P.S. King, London, 1930. 

The director of the study is Sir Hubert Llwellyn Smith. The Survey 
was sponsored by the London School of Economics and Political Science 
with the aid of funds supplied by the Laura Spellman Rockefeller Foun- 
dation Memorial, the City Parochial Charities Trustees, the Carnegie 
Fund, the United Kingdom Trustees, the Noel Buxton Trustees, the 
Halley Stewart Trustees, the Fishmongers’, Drapers’ and Clothworkers’ 
Companies. 
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subject matter may be obtained from an enumeration of the 
chapter headings. Following the introductory chapter by 
the Director, they are as follows: Area and Population (Pro- 
fessor A. L. Bowley); Cost of Living; Wages, Hours of Labor 
and Earnings; House Rents and Overcrowding (Sir H. 
Llwellyn Smith assisted by L. C. Marsh); Travel and Mobil- 
ity (G. Ponsonby and S. K. Ruck); Health (Sir William 
Hamer); Education (Sir H. Llwellyn Smith assisted by I. M. 
Michaels); Public Amenities and Means of Recreation (Sir 
H. Liwellyn Smith); London Occupations and Industries 
(Professor A. L. Bowley); Unemployment and Its Treatment 
(Sir William Beveridge assisted by L. C. Marsh); Poor Law 
Relief (Sir Allan Powell and E. C. Blight); and Crime in 
Greater London (Sir Edward Tracy). 

Obviously a book of this scope contains a plenitude of 
material of significant interest to the social scientist. For the 
purpose of the present review, however, attention will be con- 
centrated upon two aspects of the Survey that are of primary 
concern to the economist and sociologist. They are: (1) the 
light thrown upon certain moot problems of economic theory 
and (2) the contribution that is made to the understanding of 
the interpenetration of secular technological and cultural 
change and the organization of economic life. 

Among the many problems of economic theory receiving 
consideration in this volume, particular emphasis is given to: 
non-competing groups; labor mobility; the interplay of 
demand and supply, as exemplified by the development of 
short-distance transportation; and the relative merits of 
individualist “‘Capitalism” and of collectivist ‘‘Socialism.” 

The question of non-competing groups receives attention 
in connection with the analysis of wages, earnings, and hours 
of labor.? An outstanding finding is that, while both the real 
and nominal earnings of the London working classes have 
risen appreciably during the forty-year period under review, 
the wages of the unskilled laborers have risen further than 
those of skilled workers. At first glance, this phenomenon 
appears to signalize the disappearance of the traditional 


2. Chapter IV, especially pp. 121-122. 
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barriers between skilled and unskilled labor and the develop- 
ment of a greater degree of inter-occupational vertical mobil- 
ity thar. had previously obtained. That a considerable degree 
of increased fluidity has in fact appeared is indicated by the 
chapter dealing with transportation, as well as by the impres- 
sive tabulation of occupational shifting contained in the 
appendix to the chapter on occupations and industries.* On 
the other hand the authors of the chapter point out that the 
greater part of the upward movement of unskilled earnings 
took place during the World War and immediately there- 
after, and question the possibility of holding stable the rela- 
tionship between skilled and unskilled wages that now exists. 
In other words they tend to regard the partial erasure of the 
boundaries between these two major categories of non-compet- 
ing groups as being explainable at least as much in terms of 
the wartime dislocation of normal relations as of any altera- 
tion in long-time tendencies. 

The chapter on transportation is perhaps richer in new 
insights into economic and social phenomena than any other 
section of the volume. It presents a most impressive array of 
data showing the enormous increase in the volume of move- 
ment that has accompanied the unifying of the more estab- 
lished forms of transportation (steam railways and “‘trams”’) 
and the development of new ones (subways and motor omni- 
buses). Perhaps the most striking single numerical fact pre- 
sented is that relating to the gross volume of passenger traffic 
within the London area. 

“The salient fact which emerges is that the railways, trams 
and buses of London now carry between them some eight 
million more passengers per day than in 1900.” 

The increase assumes even more impressive proportions 
when it is remembered that the population of greater London 
has increased by only about 1,300,000 during the same 
period.‘ In terms of individual frequency of journeys, ‘“‘it 
appears that for each journey made by public conveyance in 
3. Appendix 3, Table D, pp. 424429. 


4. Population, 1901, 6,581,000; 1928, 7,864,000. Passenger traffic. 
1902, 1,106,000; 1928, 3,899,000. 
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1902 the Londoner now makes three.’”> That this enormous 
accession of movement on the part of the population of Lon- 
don has gone a long way towards bringing about a standard- 
ization of wages and prices within the London area is a deduc- 
tion made by the authors with which any reader of the volume 
will readily agree. One will perhaps be not so ready to accept 
their more sweeping conclusion that class-distinctions them- 
selves have in a great measure disappeared in the presence of 
the universal solvent of frequent and inexpensive trans- 
portation. 

This same chapter on transportation poses under a new 

aspect the problem of the interrelationship of demand and 
supply. Does the rapid increase in travel which the past 
generation has witnessed represent a rise in the demand curve 
subsequent to those alterations in the supply curve that have 
followed upon the lowering of costs and the multiplications of 
facilities; or, on the other hand, have the means of trans- 
portation been extended and prices cheapened in response to 
a growth in demand basically related to increased population 
rising site values, and heightened congestion? The authors of 
the chapter lean towards the second point of view: 
“The supply of these facilities has in large measure come in 
response to an economic demand, a demand which has rarely 
been left satisfied for long and often has been actually antici- 
pated. .. . The stream was dammed, the pool was there, but 
the flow could not begin until the channels were cut.’’ 

Parenthetically it may be observed that the chapter is 
singularly lacking in one respect, namely, in that it fails to 
make any but the most cursory adversion to the privately 
owned motor vehicle. It may be that this hiatus is due to the 
fact that such means of locomotion are rarely used by the 
average member of the English working classes. To the 
extent that this is the case, it betokens an outstanding con- 
trast between the English and the American scene. 

Far and away the most interesting series of economic prob- 
lems taken up in this work is concerned with the relative 


5. p. 185. 
6. pp. 181-190. 
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effectiveness of the individualist and collectivist organization 
of economic life in the amelioration of the condition of the 
working classes. 

That there has been a steady and substantial improvement 
in the material welfare of the London working man is indu- 
bitably established in this volume. The authors are careful 
to point out that the detailed consideration of individual 
industries, to be presented in later volumes, may reveal vari- 
ous cross-currents and back-waters in some measure offsetting 
the major movemeats summarized by them. They also 
observe that in certain respects, particularly as regards 
employment, London is not altogether typical of England as 
a whole. By and large, nevertheless, the picture is one of 
steady betterment as regards real wages, net earnings, length 
of working day, health, and security against the vicissitudes 
of sickness, old age, and unemployment. 

Even in respect to the incidence of unemployment the con- 
clusion is reached that, at least until the year 1929, the Lon- 
don working man was not very much worse off than he was 
in Charles Booth’s day. When one takes into account the 
severe and prolonged depression through which England has 
passed since 1920 and the great popular outcry that has been 
raised over unemployment in that country, this conclusion 
appears startling. As has just been pointed out, however, it 
should be borne in mind that the London workman is in this 
respect distinctly better off than his provincial fellow, par- 
ticularly in the mining, textile, and shipbuilding areas. 

When one undertakes to account for this marked better- 
ment in the condition of the working population of the 
British metropolis, one finds himself confronted with a 
dilemma the nature of which this volume serves to emphasize. 
It is, on the one hand, possible to ascribe the increase in gen- 
eral well-being to the normal functioning of economic indi- 
vidualism, tempered here and there by such inhibitions 
against abuses and excesses as are represented by Trade 
Unionism and minimum wage legislation. The beneficent 
working-out of private enterprise is particularly well exempli- 
fied in the chapter on transportation, which points out that a 
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great deal of the improvement and cheapening of travel in 
the London area is due to competition between different 
forms of transportation, and to the technological progress 
and the consolidations and expansions that have proceeded 
under individualist management.’ On ‘the other hand, one 
can with equal facility point to the tremendous increase in 
the public operation or regulation of economic enterprises 
and in publicly sponsored social services, and can ascribe to 
them the decisive influence in the progress which has taken 
place. 14) 

The truth undoubtedly lies somewhere between these 
extremes in point of view. Nevertheless one is inevitably led 
by the reading of the volume to the conélusion that capitalist 
individualism, as it is traditionally envisaged, no longer 
obtains in England. Instead there has* been built into the 
English economic structure such a wide range of collectivist 
undertakings that a different set of economic relations seems 
to be emergent. It may be that this modified scheme of eco- 
nomic life would be more accurately described as capitalism 
restrained and supplemented by collectivism, than by any 
other term. Nevertheless the collectivism as it exists is 
extensive and pervasive, and seems to be on the increase. 

Even in the field of transportation, which, as previously 
pointed out, furnishes perhaps the most impressive example 
of the way in which private enterprise may operate in the 
interests of the general welfare, the rédle of collectivism is in 
no sense slight. The London County Council, as the result of 
a consistently maintained program of tramway municipaliza- 
tion, offers extensive competition to privately controlled 
forms of transportation. There has moreover been a con- 
siderable degree of regulation of fares, the most conspicuous 
instance of which is the establishment by law of workman’s 
trains at greatly reduced fares on both the steam railways and 
the underground railways.® 

7. Steam railways, subways, and motor buses. Tramways are largely 
but not exclusively under public ownership. 

8. It is interesting to observe that the first act relating to workman’s 


fares dates back to 1861, a time when the ‘“‘laissez faire” interpretation 
of economic life was regnant. 
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Passing from an industry in which individualist enterprise 
has conspicuously succeeded to one in which it has conspicu- 
ously failed, namely, the building of moderate-priced homes, 
one finds an almost complete supersession of private by pub- 
lic enterprise. It is pointed out in the chapter on housing 
that, during the years preceding the opening of the World 
War, there had been a steady drop in the building of dwell- 
ings designed to meet the needs of the working classes, with 
the result that house-crowding was, after a period of decline, 
beginning to increase. It is pointed out further that a large 
and increasing proportion of such building as has gone for- 
ward since the war has been carried on either by direct 
governmental enterprise or through governmental subsidy. 
During the period 1920-28, only 13,000 out of 39,000 houses 
erected in the County of London were built by unsubsidized 
private enterprise. In addition the London County Council 
constructed 23,000 houses and flats in suburban areas. More- 
over the extensive invasion of the field of housing by public 
enterprise has been supplemented by a number of restrictive 
measures, such as the Rent Restriction acts of 1919-29, 
which greatly limit the freedom of the property owner as 
regards the fixing of rents and the dispossession of tenants. In 
the face of such developments one is constrained seriously to 
question whether private enterprise is not in the way of being 
displaced or at least decisively overshadowed by collectivism 
in this very important field of economic organization. 

The most spectacular alteration in economic policy that 
has taken place during the last forty years relates, however, 
to those enterprises which may be denominated as public 
social services. They include provision, by pension or insur- 
ance, of allowances for old age, sickness, unemployment, 
maternity, widowhood and orphanage. There has in addition 
been a great expansion of health and educational facilities, as 
well as a virtual revolution in Poor Law administration. The 
extent to which these social services have grown may be 
inferred from the following tabulation of (national) expendi- 
tures for them cited in the text: 
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1891 £20,125,331 
1901 £31,707,259 
1911 £55,260,872 
1921 £271,426,157 
1928 £322,689,403 


As the author of the chapter on Poor Law relief says: 

“These rapid developments represent a fundamental change 
in the relation between the State and the individual. Indi- 
vidual lives are now controlled and cultivated under the direct 
intervention of a more elaborately organized community, and 
the Poor Law, instead of standing by itself as something essen- 
tially alien from the other factors of a citizen’s life is coming 
to be regarded as only one among similar collective activities.’’® 

The several authors of the volume, particularly the writer 
of the interpretative introduction, appear to regard the under- 
writing of the common vicissitudes of the working man’s life 
by publicly organized measures as largely responsible for the 
virtual disappearance of many of the more distressing aspects 
of poverty in London. To the extent that this is so, the credit 
clearly must be ascribed to something other than the opera- 
tions of an individualistically organized economic activity. 

Another aspect of the wide extension of publicly organized 
social services, to which only passing reference is made in the 
volume under consideration, is the fact that it represents, in 
a large degree, a transference of wealth from the upper to the 
lower economic strata. 

A particularly conspicuous instance of this phase of the 
change in English economic relations is described at some 
length in the chapter on Poor Law relief. This chapter shows 
that in certain boroughs of London domiciliary or “out-door” 
Poor Law allowances have been explicitly and deliberately 
utilized as devices for up-grading the standard of life of whole 
sections of the population. Moreover, despite strenuous 
efforts on the part of the central authorities to inhibit the 
diversion of public funds for such purposes, the statistical 


9. p. 378. 

















158 QUARTERLY JOURNAL OF ECONOMICS 
tables cited by the authors indicate that the process is still 
going forward.! 

The second basic line of economic analysis to which this 
work contributes is the interplay between economic activities 
and certain other categories of social forces which are non- 
economic or only indirectly economic. Conspicuous among 
these latter are the fall in the birth rate and in the death 
rate,? the advance of medical science, the progress of tech- 
nological invention (as brought out in the chapter on trans- 
portation) and the spread of popular education. All of these 
appear to have contributed materially to the amelioration of 
the living conditions of the working classes. The fall in the 
birth rate has exerted a powerful long-time effect upon the 
bargaining power of the working classes and upon the expan- 
sion of individual standards of living. The advance of medical 
science, particularly as manifested through sanitary control, 
has all but abolished the menace of epidemic disease which 
has overshadowed the poorer sections of the populations of 
great cities since the days of ancient Rome. Mechanical 
invention has cheapened costs of consumers’ goods, has enor- 
mously widened the range of choices offered to the prospective 
purchaser and has increased the marginal productivity of the 
average worker. Education has improved the competitive 
opportunities of the working classes and has increased their 
efficiency. A cursory examination of the foregoing serves to 
indicate that such changes as have occurred in the economic 
life of London, and presumably of England, have been pro- 
foundly affected by social movements of a non-economic 
order. 

The interrelationships between these two categories of 
change are even more intricate than has just been suggested. 

1. Students of social history will be interested in the manner in which 
this chapter interprets the above described developments and certain 
other modifications in Poor Law administration, as betokening prac- 
tically a complete abandonment of the time-honored theory of ‘‘less 
eligibility” and a return to something very like the situation that 
existed prior to the Poor Law reforms of 1832. 


2. Births per 1000 women, 1891, 121; 1921, 83. Standardized death 
rate, 1891-1900, 20.1; 1901-1910, 16.2 (The foregoing are for London.) 


























LONDON LIFE AND LABOR 159 





For example, the increase in popular education and of such 
public health measures as free hospitals and maternity-and- 
child-welfare benefits would not be possible without the 
fundamental alteration in economic philosophy that has been 
already discussed. Again, the fall in the birth rate, in so far 
as it represents deliberate contraceptive intention, may be 
set down in large measure to economic motivation. 

The extent to which technological progress has been asso- 
ciated with private enterprise has been indicated in the dis- 
cussion of the chapter on transportation. Here again we face 
the question whether the common assumption is justified as to 
the cause-and-effect relation between individualism and tech- 
nological advance, namely, that progress is in large measure 
dependent upon the individualistically organized economic 
system that has accompanied it. When the question is ap- 
proached from the point of view of the interlocking of eco- 
nomic and non-economic secular changes, a different inter- 
pretation is possible. It may be that the great technical 
advances have occurred in accordance with the normal trends 
in cultural innovation and diffusion, and have been affected 
only incidentally by the form of economic organization in 
effect at the time. It is at least true that, as the authors of 
the chapter on transportation have concluded, the improve- 
ments which revolutionized that industry had to wait upon 
the course of development in the realms of science and tech- 
nology, long after the economic stage for such improvements 
had been set. 

The form of the volume is excellent. Statistical tabulations 
and graphs are generously provided and well designed. They 
are wisely concentrated in appendices attached to the several 
chapters; so as to be readily accessible without unduly break- 
ing up the continuity of the text. A novelty in graphical 
presentation deserving more than passing note is the printing 
of outline maps for comparative purposes on transparent 
cellophane sheets. 


Nites CARPENTER. 
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